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SECURITIES  AND  EXCHANGE 
COMMISSION 

17  CFR  Parts  201, 230, 239,  and  240 


[Release,  Nos.  33-6177  and  34-16497;  File 
No.  S7-817] 

Business  Combination  Transactions— 
Proposed  Short  Form  for  Registration 
and  Proposed  Amendments  of  Related 
Rules 

AGENCY:  Securities  and  Exchange 
Commission. 

ACTION:  Proposed  rulemaking. 

summary:  The  Commission  is 
publishing  for  comment  a  proposed 
short  form  which  may  be  used  to 
register  tmder  the  Securities  Act  of  1933 
securities  issued  in  business 
combination  transactions  which  meet 
certain  criteria.  Specifically,  the 
Commission  is  proposing  for  comment: 
(1)  proposed  Form  S-15,  an  optional 
short  form  for  registration  under  the 
Securities  Act  of  securities  issued  in 
certain  business  combination 
transactions;  (2)  proposed  amendments 
to  certain  provisions  of  Regulations  14A 
and  14C  under  the  Securities  Exchange 
Act  of  1934  to  provide  that  the 
informational  and  filing  requirements  of 
those  regulations  would  be  satisHed 
when  Form  S-15  is  used  to  register 
securities  under  the  Securities  Act;  and 
(3)  proposed  amendments  to  Rule  24  of 
the  Commission’s  Rules  of  Practice  and 
Rule  411  under  the  Securities  Act  of  1933 
to  permit  the  incorporation  by  reference 
of  material  contained  in  annual  reports 
to  shareholders  furnished  to  the 
Commission  pursuant  to  Rules  14a-3 
and  14c-3  under  the  Exchange  Act. 

These  proposals  are  part  of  a 
coordinated  rulemaking  effort  designed 
to  further  integrate  disclosure 
requirements  under  the  Federal 
securities  laws. 

DATE:  Comments  should  be  submitted 
on  or  before  April  15, 1980. 

ADDRESSES:  Comments  should  be 
submitted  in  triplicate  to  George  A. 
Fitzsimmons,  Secretary,  Securities  and 
Exchange  Commission,  500  North 
Capitol  Street,  Washington,  D.C.  20549. 
Comment  letters  should  refer  to  File  No. 
S7-617.  All  comments  received  will  be 
available  for  public  inspection  and 
copying  in  the  Commission’s  Public 
Reference  Room,  1100  L  Street  NW., 
Washington,  D.C.  20549. 

FOR  FURTHER  INFORMATION  CONTACT: 
Catherine  Collins  (202-272-2589),  OfHce 
of  Disclosure  Policy,  Division  of 
Corporation  Finance,  Securities  and 


Exchange  Commission,  500  North 
Capitol  Street,  Washington,  D.C.  20549. 

SUPPLEMENTARY  INFORMATION:  The 

proposed  Form  S-15  and  related 
aniendments  being  published  for 
comment  today  represent  part  of  the 
Commission’s  continuing  efforts  to 
-  simplify  the  disclosure  provided  to 
investors,  to  reduce  the  burdens  and  . 
costs  which  registration  of  securities 
under  the  Securities  Act  of  1933  (the 
“Securities  Act”)  (15  U.S.C.  77a  et  seq.J 
imposes  on  issuers,  and  to  integrate 
further  the  corporate  disclosure 
requirements  of  the  Securities  Act  and 
the  Securities  Exchange  Act  of  1934  (the 
“Exchange  Act")  (15  U.S.C.  78a  et  seq.J. 
This  rulemaking  action  is  being 
proposed  simultaneously  with  the 
Commission’s  publication  for  comment 
of  (i)  proposed  amendments  to  Form  10- 
K  [17  CFR  249.310)  and  Rule  14a-3  (17 
CI^  240.14a-3]  under  the  Exchange  Act; 
(ii)  proposed  amendments  to  Regulation 
S-K  [17  CFR  229.20]  under  the  Securities 
Act  and  the  Exchange  Act;  and  (iii)  a 
proposed  addition  to  Regulation  S-X  (17 
CFR  Part  210)  which  would  establish 
uniform  financial  statement  instructions 
for  certain  forms  and  reports  required  to 
be  nied  pursuant  to  the  Securities  Act 
and  the  Exchange  Act  and  various 
amendments  to  Regulation  S-X  which 
would  eliminate,  to  the  extent  possible, 
the  differences  between  the 
requirements  of  Regulation  S-X  and  the 
requirements  of  Generally  Accepted 
Accounting  Principles.  These  proposals 
taken  together  constitute  a  major  effort 
to  achieve  an  integrated  disclosure 
system  under  the  Securities  Act  and  the 
Exchange  Act.  Proposed  Form  S-15 
relies  to  a  great  extent  upon  the 
amendments  proposed  in  these  three 
releases;  accordingly,  attention  is 
directed  to  Securities  Exchange  Act 
Release  No.  6176,  January  15, 1980, 
Securities  Act  Release  No.  6178,  January 
15, 1980,  and  Securities  Act  Release  No. 
6179,  January  15, 1980,  for  a  fuller 
understanding  of  proposed  Form  S-15 
and  its  relationship  with  the 
Commission’s  move  toward  integrated 
and  simpliHed  disclosure  requirements. 

Proposed  Form  S-15  provides  for  an 
abbreviated  prospectus  to  be  delivered 
to  security  holders  together  with  copies 
of  the  issuer’s  latest  annual  report  to 
security  holders,  certain  portions  of 
which  would  be  incorporated  by 
reference  into  the  registration  statement. 
The  form  would  be  available  for 
Securities  Act  registration  of  securities 
issued  in  certain  business  combination 
transactions  where  the  acquiring 
company  meets  the  conditions  as  to  the 


use  of  Form  S-7  (17  CFR  239.27).*  ’This 
and  the  other  conditions  to  the  form’s 
availability,  the  requirements  of  the 
proposed  form,  and  the  related  rule 
amendments  being  proposed  are 
discussed  in  greater  detail  below  under 
“Synopsis  of  the  Proposals.” 

Background 

On  September  27, 1976  (Securities  Act 
Release  No.  5744,  41  FR  43876),  the 
Commission  proposed  for  comment 
Form  S-14A,  an  optional  short  form  for 
registration  under  the  Securities  Act  of 
securities  to  be  issued  in  certain 
reclassiff cation  or  business 
combinations.  The  Commission,  mindful 
of  the  unwieldy  (often  150  page) 
disclosure  document  involved  in 
registration  statements  on  Form  S-14, 
had  two  goals  in  proposing  Form  S-14A: 
(1)  simplifying  the  disclosure  provided 
to  investors  and  (2)  reducing 
luinecessary  burdens  on  issuers.  'The 
form  was  designed  to  be  available 
where  the  issuer  met  the  conditions  for 
the  use  of  Form  S-7  and  the  securities 
were  to  be  issued  in  a  transaction  of  the 
type  specified  in  Rule  145(a)  (17  CFR 
230.145(a)).  The  proposed  form  was 
based  on  the  concept  of  “differential 
disclosure,”  that  is,  that  invjestors  need 
not  be  directly  furnished  all  material 
information  about  an  issuer  before 
making  an  investment  decision  so  long 
as  other  information  is  available  to  the 
markets  and  to  investors  in  the  form  of 
annual,  quarterly  and  periodic  reports 
and  proxy  statements  filed  with  the 
Conunission.  The  concept  would  have 
been  implemented  by  the  use  of  a 
bifurcated  prospectus.  A  short 
prospectus  would  have  been  required  to 
be  delivered  to  all  security  holders  and 
would  principally  contain  information 
involving  the  transaction  in  which  the 
securities  registered  were  to  be  issued. 
The  second  part  of  the  registration 
statement  would  be  filed  with  the 
Commission  and  would  contain  more 
detailed  information  about  the  issuer 
and  the  transaction.  The  second  part 
would  be  incorporated  by  reference  into 
the  prospectus  and  delivered  to 
shareholders  upon  request. 

The  public  comments  received  on  the 
1976  proposal  overwhelmingly 
supported  the  Commission’s  objectives. 
Several  commentators  furnished  specific 
reasons  why  the  full  scale  disclosure  of 
Form  S-14  (17  CFR  239.23)  frequently 
imposes  a  burden  not  outweighed  by 
corresponding  benefits  to  investors. 


'  These  conditions  include  a  minimum  earnings 
test  and  a  requirement  that  the  registrant  has 
provided  continuous  disclosure  to  investors 
pursuant  to  the  reporting  requirements  of  Sections 
13, 14  and  15(d)  of  the  Exchange  Act.  See  Note  6, 
infra. 
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Among  the  reasons  mentioned  were 
that:  (1)  individual  investors  may  be 
better  served  by  delivery  of  a  readable 
and  understandable  disclosure 
document;  (2)  security  holders  are 
protected  by  state  and  federal  law  from 
over-reaching  by  the  majority  or  by 
members  of  management  or  the  Board  of 
Directors;  (3)  the  acquired  company’s 
shareholders  are  the  benehciaries  of  an 
agreement  which  is  the  result  of 
extended  negotiations;  (4)  adequate 
public  information  about  the  issuer  may 
already  be  available;  and  (5)  the 
transaction  may  not  require  the  vote  of 
shareholders  of  the  acquired  company 
or  there  may  be  a  relatively  small 
number  of  such  shareholders. 

The  1976  commentators  did  not 
believe,  however,  that  the  form  as 
proposed  would  have  achieved  the  goals 
of  3impliried  disclosure  and  reduced 
costs  because  (1)  the  two  part  format 
would  actually  increase  printing  and 
preparation  costs  to  issuers  and  (2)  the 
uncertain  potential  liability  for  a  short 
prospectus  not  itself  containing  all 
material  information  would  discourage 
issuers  from  taking  advantage  of  the 
short  form.*  Accordingly,  the 
Commission  decided  not  to  adopt  the 
form  as  proposed,  or  the  amendments  to 
related  rules,  and  announced  instead  its 
intention  to  develop  a  new  short 
registration  form  for  the  same  purpose. 
This  determination  was  announced  in 
Securities  Act  Release  No.  5806 
(February  16, 1977)  [42  FR 10855],  which 
described  the  contemplated  new  form 
generally  as  one  which  would  consist  of 
a  single  abbreviated  prospectus 
incorporating  by  reference  substantial 
information  already  filed  with  the 
Commission  pursuant  to  the  reporting 
requirements  of  the  Exchange  Act  and/ 
or  information  contained  in  the  issuer's 
annual  report  to  security  holders. 

The  proposed  Form  S-15  being 
published  today  reflects  the 
Commission’s  on-going  reexamination 
and  reformulation  of  the  disclosure 
requirements  under  the  Securities  Act 
and  the  Exchange  Act  with  a  view  to 
further  integrating  those  requirements. 
SpeciHcally,  the  proposal  would 
integrate  the  applicable  disclosure 
provisions  of  these  Acts  in  the 
registration  of  securities  issued  in 
certain  types  of  business  combination 
transactions.  As  was  the  case  in 
Securities  Act  Release  Nos.  5744  and 


*The  commentators  expressed  concern  that, 
where  information  summarized  in  or  omitted  from 
the  short  prospectus  actually  delivered  but 
contained  in  the  second  part  of  the  prospectus  filed 
with  the  Commission  is  later  found  to  be  material, 
the  issuer  may  be  exposed  to  liability  because  the 
information  was  not  contained  in  the  distributed 
document. 


5806,  supra,  the  Commission’s  intent  in 
proposing  Form  S-15  is  to  provide  a 
means  for  reducing  registrants’  costs  in 
registering  securities  to  be  issued  in 
business  combinations  and  at  the  same 
time  to  provide  to  investors  a  simplified 
and  more  understandable  disclosure 
document  upon  which  to  make 
decisions.  Ilie  proposals  published 
herein  would  accomplish  these  dual 
goals  by  restricting  the  use  of  the  short 
form  to  those  transactions  in  which  the 
security  holder’s  need  for  disclosure 
may  be  met  by  delivery  of  an 
abbreviated  prospectus  accompanied  by 
the  issuer’s  annual  report  to  security 
holders.  For  liability  purposes,  pertinent 
information  such  as  financial  statements 
would  be  incorporated  by  reference  into 
the  registration  statement  from  the 
annual  report  to  security  holders. 

These  proposals  also  reflect  in  part 
the  recommendation  of  the  Advisory 
Committee  on  Corporate  Disclosure  (the 
“Advisory  Committee’’)  that  registration 
statements  relating  to  the  public  offering 
of  securities  in  an  exchange  offer  or 
Rule  145(a)  transaction  should  be 
shortened  and  simplified.®  The  Advisory 
Committee  concurred  with  the 
Commission’s  objectives  in  proposing 
Form  S-14A  in  1976,  stating  that  it  saw 
no  need  for  a  detailed  registration 
statement  repeating  information  already 
available  about  the  companies  involved 
in  the  transaction  and  of  which  the 
professional  investor/analyst  is  already 
aware.  Further,  the  Advisory  Committee 
pointed  out  that  where  the  disclosure 
document  actually  reaches  the 
individual  investor,  and  requests  him  to 
make  an  investment  decision  without 
the  benefit  of  an  intermediary  adviser,  it 
should  not  be  of  a  type  which  would 
overwhelm  and  confuse  him.* 

The  Advisory  Committee 
recommended  that  the  Commission 
could  achieve  its  objectives  through 
further  integration  of  the  securities  acts 
by  incorporating  Exchange  Act  reports 
by  reference  into  the  statutory 
prospectus  imder  the  Securities  Act. 

While  the  proposals  published  today 
take  this  approach,  they  do  not  go  as  far 
as  was  recommended  by  the  Advisory 
Committee.  Form  S-15  is  an  interim 
measure  and  would  only  be  available 
for  registration  of  securities  issued  in 
the  limited  types  of  transactions 


’Report  of  the  Advisory  Committee  on  Corporate 
Disclosure  to  the  Securities  and  Exchange 
Commission  ("Report"),  House  Committee  on 
Interstate  and  Foreign  Commerce.  95th  Cong..  1st 
Sess.  (1977),  Committee  Print  95-29  at  440-450. 

*The  Advisory  Committee  noted  a  study 
conducted  by  the  Division  of  Corporation  Finance  in 
1976  which  found  that  the  average  length  of  Form  S- 
14  registration  statements  filed  with  the 
Commission  was  110  pages,  with  some  exceeding 
200  pages. 


discussed  below,  not  in  all  business 
combinations  and  exchange  offers. 

If  adopted,  proposed  Form  S-15  would 
be  in  the  nature  of  an  experiment.  The 
Commission  will  carefully  watch  the  use 
and  effects  of  the  form  to  determine 
whether  it  is  consistent  with  the 
Commission’s  responsibility  to  protect 
investors  and  safeguard  the  public 
interest  in  connection  with  the  purchase 
and  sale  of  securities.  This  will  enable 
the  Commission  to  consider  the 
advisability  of  either  expanding  the 
types  of  transactions  for  which  the  form 
may  be  used  or,  if  the  protection  of 
investors  so  requires,  limiting  the 
availability  of  the  form. 

Synopsis  of  the  Proposals 

The  following  brief  synopsis  is 
intended  to  assist  interested  parties  in 
their  understanding  of  the  form  and 
amendments  proposed.  Attention  is 
direted  to  the  text  of  the  proposals  for  a 
more  complete  understanding. 

I.  Availability  of  Form  S-15. — 
Proposed  Form  S-15  would  be  available 
only  for  registration  of  securities  issued 
in  transactions  of  the  character  specified 
in  Rule  145  (a)(2)  and  (a)(3)  or  in  an 
exchange  offer  for  seciuities  of  another 
person  where  the  exchange  offer  will 
result  in  acquisition  of  the  other  person 
by  the  issuer.  The  transaction  must  also 
meet  the  five  conditions  set  forth  in 
General  Instruction  A. 

The  first  two  conditions  are  designed 
to  allow  the  form  to  be  used  only  where 
relatively  small  companies  are  acquired 
by  substantially  larger  companies. 

Under  the  first  condition,  the  effect  of 
the  transaction  must  not  be  a  change  of 
more  than  10%  between  the  items  listed 
in  General  Instruction  A.  1(a)  (gross 
sales  and  operating  revenues,  net 
income,  etc.)  for  the  issuer  on  a  pro 
forma  combined  consoldiated  basis 
giving  effect  to  the  transaction  in 
question.®  In  addition,  the  total  purchase 
price  must  not  exceed  10%  of  the 
aggregate  market  value  of  voting  stock 
held  by  unaffiliated  shareholders. 

The  latter  limitation,  on  the 
precentage  of  the  non-affiliate  “float,” 
reflects  the  Commission’s  concern  that 
an  abbreviated  prospectus  may  not  be 


’The  test  for  the  effect  of  the  transaction  used  in 
General  Instruction  A  to  proposed  Form  S-15  is 
similar  in  some  respects  to  the  tests  set  forth  in 
Securities  Act  Release  No.  4950  (February  20. 1969) 
for  determining  whether  relief  should  be  granted 
from  the  requirement  for  3  year  certified  Hnancial 
statements  of  companies  acquired  or  to  be  acquired. 
It  should  be  noted,  however,  (1)  that  the  standards 
are  not  identical,  (2)  that  the  test  in  General 
Instruction  A  to  proposed  Form  S-15  is  to  be  used 
only  for  purposes  of  determining  the  availability  of 
such  form,  and  (3)  that  for  all  purposes  other  than 
Form  S-15  availability  and  disclosure  requirements 
the  standards  and  positions  expressed  in  Release 
No.  4950  remain  changed. 
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appropriate  when  a  transaction  does  not 
result  in  greater  than  a  10%  change  for 
the  issuer  on  a  pro  forma  basis  but 
nevertheless  may  be  large  in  terms  of 
publicly  traded  shares  and  thus  have  a 
signiRcant  impact  on  the  market  price  of 
the  issuer’s  stock.  Such  disparity  may 
indicate  that  the  issuer  is  not  sufficiently 
followed  by  market  professionals  to 
assure  that  previously  Rled  material  is 
reflected  in  the  market  price  of  the 
issuer's  stock  or  that  the  sheer  volume 
of  shares  issued  in  the  proposed 
business  combination  may  affect  the 
market  price  of  the  issuer’s  securities. 
The  Commission’s  concern  is  similar  to 
that  which  prompted  the  limitation  on 
the  availability  of  Form  S-16  (17  Cra 
239.27)  for  primary  offerings  to  offerings 
by  issuers  whose  voting  stock  held  by 
non-affiliates  has  an  aggregate  market 
value  of  at  least  $50  million.  This 
limitation  was  imposed  because  the 
Commission  believed  that  such  a 
condition  would  provide  some 
assurance  that  information  about  such 
companies  would  be  widely 
disseminated  in  the  market  place  and 
that  securities  analysts  would  follow 
such  companies  (5ee  Securities  Act 
Release  No.  5923,  April  11, 1978).  These 
expected  consequences  of  the  “float” 
requirement  were  seen  as  was  to  help 
assure  market  reaction  to  material 
information  about  a  company  and 
thereby  to  reduce  the  need  to  provide 
that  information  directly  to  offerees  at 
the  time  of  the  offering. 

The  Commission  invites  speciRc 
comment  as  to  whether  Form  S-15  use 
should  be  prohibited  where  there  is  this 
disparity,  and,  if  so,  as  to  which 
condition  would  best  achieve  this  end: 

(1)  the  proposed  requirement,  which  is 
of  an  experimental  nature,  that  would 
make  the  form  unavailable  if  the  total 
purchase  price  of  the  company  being 
acquired  exceeds  10%  of  the  aggregate 
market  value  of  the  issuer’s  voting  stock 
held  by  unafRliated  shareholders:  (2)  a 
flat  requirement  that  the  aggregate 
market  value  of  the  issuer’s  voting  stock 
held  by  non-affiliates  be  of  a  certain 
minimum  amount;  or  (3)  any  other 
condition  which  commentators  may 
suggest.  In  addition,  commentators  are 
specifically  invited  to  suggest  what 
additional  items  of  disclosure  not 
required  to  be  presented  in  the 
prospectus  pursuant  to  proposed  Form 
S-15  would  be  appropriate  where  such 
disparities  exist. 

Under  the  second  condition,  the  issuer 
must  meet  the  requirements  for  the  use 
of  Form  S-7  •  and  must  have  furnished 


'Generally,  an  issuer  may  use  Form  8-7  if  it  (a) 
has  a  class  of  securities  registered  under  Section  12 
(15  U.S.C.  78^)  or  is  required  to  file  reports  pursuant 


an  annual  report  to  its  security  holders 
pursuant  to  and  meeting  the 
requirements  of  Rule  14a-3  [17  CFR 
240.14a-3j  or  Rule  14c-3  [17  CFR 
240.14C-3J  for  its  latest  fiscal  year. 

The  other  conditions  which  must  be 
met  in  order  for  propposed  Form  S-15  to 
be  available  are  designed  generally  to 
ensure  that  the  abbreviated  prospectus 
is  only  used  in  transactions  and  under 
conditions  where  security  holders  will 
not  suffer  as  a  result  of  streamlined 
disclosure.  These  additional  conditions 
are  as  follows. 

(1)  The  boards  of  directors  of  both 
companies  involved  in  the  transaction 
must  have  approved  the  transaction. 

(2)  The  prospectus  must  be  delivered 
to  security  holders  at  least  20  days  prior 
to  the  meeting  date  or,  if  there  (General 
Instruction  A 1.):  (1)  registration  on 
Form  S-14  or  (2)  registration  on  Form  S- 
15  as  proposed  but  with  an  additional 
requirement  for  presentation  of  pro 
forma  summary  information  (Item  1(c)) 
and  financial  statements  with  respect  to 
the  transaction. 

Because  a  Form  S-15  prospectus 
would  consist  largely  of  information 
concerning  the  business  combination 
itself  and  would  contain  only  limited 
information  concerning  the  issuer  and 
other  parties  to  the  transaction,  the 
Commission  believes  that  such  a 
prospectus  would  not  be  appropriate  for 
use  in  connection  with  offers  or  sales  of 
the  registered  securities  to  persons  who 
are  not  seciuity  holders  of  a  party  to  the 
transaction.  Accordingly,  proposed 
Form  S-15  includes  an  instruction 
prohibiting  use  of  the  form  for  reoffers 
or  resales  by  any  affiliate  of  the  issuer 
or  any  other  persons  who  may  be 
deemed  to  be  underwriters  of  the 
securities.  Instead,  reoffers  or  resales  of 
securities  by  such  persons  wouldliave 
to  be  made  pursuant  to  a  registration 
statement  under  the  Securities  Act  or 
pursuant  to  an  appropriate  exemption 
from  the  registration  requirements  of  the 
Securities  Act,  such  as  Regulation  A  (17 
CFR  230.251  to  262)  or  Rule  145(d)  (17 
CFR  230.145(d)).  Because  the  issuer  of 
the  securities  being  registered  must  meet 
the  requirements  for  the  use  of  Form  S-7 
in  order  to  use  Proposed  Form  S-15, 

Form  S-16  (17  CFR  239.27)  would  be 
available  for  secondary  distributions  of 


to  Section  15(d}  (15  U.S.C.  78m]  of  the  Exchange 
Act;  (b)  has  been  subject  to  the  requirements  of 
Section  12  or  15(d).  and  has  filed  all  applicable 
reports,  for  36  calendar  months  prior  to  the  filing  of 
the  registration  statement  and  has  timely  filed  all 
required  reports  for  the  past  twelve  calendar 
months;  (c)  has  not  defaulted  in  payments  on 
preferred  stock,  indebtedness  for  borrowed  money 
or  long-term  leases  during  the  past  36  months;  and 
(d)  has  had  consolidated  net  income  of  at  least 
$2504)00  for  three  of  the  last  four  fiscal  years, 
including  the  most  recent  fiscal  year. 


securities  issued  pursuant  to  the 
business  combination  transaction.  Form 
S-16  imposes  only  abbreviated 
prospectus  disclosure  requirements  and 
relies  upon  incorporation  by  reference  of 
the  issuer’s  Exchange  Act  filings.  It  is 
contemplated  that,  since  the  boards  of 
directors  of  both  companies  will  have 
approved  the  proposed  transaction, 
arrangements  can  be  made  during 
negotiation  for  future  Form  S-16 
registration  for  reoffers  and  resales  by 
affiliates. 

Proposed  Form  S-14A  (Securities  Act 
Release  No.  5744,  supra)  contained  a 
similar  prohibition  on  use  for  reoffers 
and  resales,  and  the  Commission 
continues  to  believe  such  a  restriction 
appropriate,  especially  in  light  of  the 
experimental  nature  of  proposed  Form 
S-15.  Comments  are  speciRcally  invited, 
however,  on  the  necessity  for  and  any 
undue  burdens  imposed  by  this 
prohibition. 

Proposed  Form  S-15  would  not  be 
available  to  registered  investment 
companies.  The  Commission  believes 
that  the  special  circumstances  of  those 
companies  warrant  speciHc 
consideration  as  to  their  use  of  the 
proposed  form.  Comments  are 
specifically  invited  as  to  whether 
proposed  Form  S-15  should  be  available 
to  investment  companies  and,  if  so,  how 
the  conditions  for  their  use  of  the  form 
should  be  stated  and  what,  if  any, 
modiRcations  would  be  appropriate  in 
the  items  of  proposed  Form  S-15. 

II.  Relationship  with  Proxy  or 
Information  Rules. — The  proposed  Form 
S-15  prospectus  may  serve  as  the  proxy 
or  information  statement  used  in 
connection  with  the  transaction  and 
would  be  deemed  to  meet  the 
informational  and  filing  requirements  of 
the  proxy  or  information  rules  under 
Section  14  of  the  Exchange  Act,  and 
Regulations  14A  and  14C  (17  CFR 
240.14a-l  to  14a-101  and  40.14c.l  to  14c- 
101)  thereunder,  where  applicable  to  the 
transaction.  All  other  provisions  of 
those  regulations  wiU  still  apply. 

III.  Information  Required  in  the 
Prospectus. — Proposed  Form  S-15  is 
designed  to  provide  for  a  short,  simpler 
prospectus  which  will  be  more 
comprehensible  to  ordinary  investors. 
Registrants  are  used  to  present 
information  in  the  prospectus  as  clearly 
and  concisely  as  possible. 

The  proposed  Form  S-15  prospectus 
may  be  streamlined  primarily  because 
the  issuer’s  latest  annual  report  to 
security  holders  would  be  required  to  be 
delivered  along  with  the  prospectus. 
Disclosure  regarding  the  issuer’s 
business  description,  Rnancial 
statements,  industry  segments,  market 
price  of  securities  and  dividend  policy. 
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selected  financial  data,  and 
management's  discussion  and  analysis 
would  be  incorporated  by 'reference 
from  the  annual  report  rather  than 
presented  in  the  prospectus  itself.  In 
addition,  if  the  acquired  company  is  also 
a  reporting  company  with  a  class  of 
securities  registered  pursuant  to  Section 
12  of  the  Exchange  Act,  its  latest  annual 
report  to  security  holders  also  would  be 
required  to  be  delivered  with  the 
prospectus  and  the  same  items  of 
disclosure  would  be  incorporated  by 
reference  into  the  prospectiA  from  that 
report. 

The  prospectus  itself  would  be 
required  to  present  only:  a  summary  of 
the  transaction  placed  in  the  front  of  the 
prospectus  (Item  1);  information 
regarding  the  tbrms  of  the  transaction 
‘(Item  2);  hnancial  and  other  information 
concerning  the  acquired  company  if  it  is 
not  a  reporting  company  with  a  class  of 
securities  registered  pursuant  to  Section 
12  of  the  Exchange  Act  (Item  3);  voting 
information  and  information  on 
dissenters*  rights,  benehcial  ownership 
of  the  issuer's  securities,  and  the 
identity  of  both  companies'  executive 
officers  and  directors  (Item  4);  a 
description  of  the  interests  of  any 
affiliates  in  the  transaction  (Item  6);  and 
additional  information  as  to  subsequent 
material  changes,  changes  in  control  and 
availability  of  reports  and  other 
information  similar  to  that  required  by 
Item  8  of  Form  S-16  (17  CFR  239.27) 

(Item  6  and  7). 

The  disclosure  called  for  by  Item 
4(c)(2]  of  the  proposed  form  with  respect 
to  beneHcial  ownership  is  that  required 
by  Item  6(a]  and  6(b)  of  Regulation  S-K. 
llie  Commission  invites  specific 
comment  on  whether  the  beneHcial 
ownership  discloure  required  in 
Proposed  Form  &-15  should  be  limited  to 
voting  power  alone  instead  of  both 
voting  and  investment  power  as 
required  by  Item  6  of  Regulation  S-K. 

'The  Commission  recognizes  that 
material  changes  or  events,  such  as 
significant  acquisitions,  may  have 
occurred  subsequent  to  the  close  of  the 
latest  Rscal  year  reflected  in  the  issuer's 
latest  annual  report  to  security  holders. 

In  such  cases,  the  annual  report  required 
to  be  delivered  with  the  prospectus  may 
no  longer  adequately  describe  the 
business  and  financial  status  of  the 
issuer.  Accordingly,  the  Commission 
invites  specific  comment  on  which  of  the 
following  alternatives  would  be 
preferable  in  such  event:  (1)  require  the 
issuer  to  use  Form  S-14;  (2)  require 
disclosure  of  the  subsequent  changes  in 
the  prospectus  (proposed  Item  6(a))  and 
delivery  of  the  annual  report  wiA  the 
prospectus;  (3)  provide  issuers  with  the 


option  of  either  (a)  delivering  the  annual 
report  and  diclosing  the  subsequent 
material  changes  or  (b)  delivering  only  a 
prospectus,  which  would  contain  the 
same  type  of  disclosure  with  respect  to 
the  issuer  as  is  required  by  Rule  14a- 
3(b);  or  (4)  provide  any  other  means  to 
address  this  matter. 

Proposed  Form  S-15  would  allow 
material  being  incorporated  by 
reference  to  be  dealt  with  in  the 
prospectus  only  by  means  of  the 
statement  required  by  item  8  to  the 
effect  that  the  prospectus  is 
accompanied  by  the  annual  report(s)  to 
security  holders  and  that  certain 
information  therefrom  is  incorporated 
by  reference  into  the  registration 
statement.  As  proposed,  the  detailed 
description  of  which  pages  and/or 
portions  of  the  annual  report(s)  are 
incorporated  by  reference  would  be 
contained  in  Part  II  (Item  10)  of  the 
registration  statement.  While  the 
Commission  believes  that  this  will  help 
keep  the  prospectus  a  simple,  readable 
document,  specific  comment  is  invited, 
however,  on  whether  this  detailed 
description  of  material  incorporated  by 
reference  should  be  presented  in  the 
prospectus  itself  rather  than  in  Part  II. 

IV,  Information  Not  Required  in  the 
Prospectus. — Part  II  of  proposed  Form 
S-15  would  be  similar  to  the  section  part 
of  other  registration  statement  forms 
adopted  for  Securities  Act  registration 
of  securities.  It  would  be  a  part  of  the 
registration  statement  filed  with  the 
Commission  but  not  delivered  to 
security  holders.  In  addition  to  the 
statement  incorporating  by  reference 
required  portions  of  the  annual  report(s) 
to  security  holders  (Item  10(a))  as  well 
as  that  incorporating  portions  of 
quarterly  reports  delivered  with  the 
prospectus  (Item  10(b)),  Part  II  also 
would  require  that  the  issuer's  latest  10- 
K  and  other  recent  filings  filed  with  the 
Commission,  as  well  as  those  of  the 
acquired  company  if  the  latter  is  subject 
to  Exchange  Act  reporting  requirements, 
be  incorporated  by  reference  (Item 
10(c)).  Part  II  also  would  require  an 
undertaking  by  the  issuer  to  deliver  with 
each  prospectus  a  copy  of  its  latest 
annual  report  to  security  holders,  a  copy 
of  the  acquired  company's  annual  report 
if  material  contained  therein  has  been 
incorporated  by  reference  and  copies  of 
the  latest  of  any  later  quarterly  reports 
on  Form  10-Q  distributed  by  the  issuer 
or  by  the  acquired  company  to  security 
holders  for  periods  subsequent  to  the 
end  of  the  last  fiscal  year.  Forms  10-K 
would  only  be  required  to  be  delivered 
upon  the  written  request  of  the  security 
holder.  The  remaining  requirements  of 
Part  II  would  be  a  statement  as  to  the 


interests  of  experts  named  in  the 
registration  statement  (Item  11)  and  the 
listing  and  furnishing  of  certain  exhibits 
(Item  12). 

Proposed  Form  S-15  does  not  require 
that  the  issuer's  latest  proxy  statement 
must  be  delivered  along  with  the  annual 
report  to  security  holders  and  the 
prospectus.  The  proxy  statement  would 
contain  disclosure  concerning  directors 
and  executive  officers  (Item  3  of 
Regulation  S-K),  management 
remuneration  (Item  4  of  Regulation  S-K), 
and  security  ownership  of  certain 
beneficial  owners  and  management 
(Item  6  of  Regulation  S-K)  that  is  not 
required  to  be  included  in  the  annual 
report  to  security  holders.  Item  4  of 
proposed  Form  ^15  would  call  for  the 
same  disclosure  as  to  directors  and 
executive  officers  and  security 
ownership  which  would  be  contained  in 
the  proxy  statement.  Since  disclosure  as 
to  management  remuneration  would  not 
be  delivered  to  security  holders, 
however,  the  Commission  invites 
specific  comment  on  whether  the 
issuer's  latest  proxy  statement  should  be 
delivered  with  the  prospectus. 

The  rationale  for  requiring  Form(s)  10- 
K  and  10-Q  to  be  incorporated  by 
reference  into  the  registration  statement 
is  similar  to  that  for  the  corresponding 
requirement  in  Form  S-16  (17  CFR 
239.27).  Where  companies  are  subject  to 
and  comply  with  the  continuous 
reporting  requirements  of  Section  13  of 
the  Exchange  Act,  and  the  market's 
awareness  of  the  information  contained 
in  such  Exchange  Act  filings  serves  as  a 
basis  for  abbreviated  disclosure 
requirements  in  a  Securities  Act 
registration  statement,  then  Securities 
Act  liability  should  attach  to  those 
Exchange  Act  filings. 

Proposed  Form  ^15  assumes  that  the 
Commission's  presently  outstanding 
proposal  to  incorporate  uniform  exhibit 
requirements  into  Item  8  of  Regulation 
S-K  will  be  adopted.*  If  for  any  reason 
this  is  not  the  case,  or  such  adoption  has 
not  occurred  at  the  time  Form  Si-15  is 
considered  for  adoption,  changes  would 
be  made  in  Item  12  of  Form  S-15  which 
would  set  forth  exhibit  requirements 
which  are  substantially  the  same  as 
those  contained  in  proposed  Item  8  of 
Regulation  S-K,  'These  requirements  are 
outlined  in  the  following  paragraph. 

If  proposed  Item  8  of  Regulation  S-K 
relating  to  exhibit  requirements  has 
been  adopted  at  such  time  as  the 
Commission  decides  to  adopt  proposed 
Form  S-15,  then  new  Item  8  of 
Regulation  S-K  would  be  amended  by 
adding  a  new  column  to  Table  I  thereof 


*  See  Securities  Act  Release  No.  6149  (November 
16. 1979). 
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indicating  that  the  following  exhibits 
would  be  required  for  filings  on  Form  S- 
15:  underwriting  agreement:  plan  of 
acquisition,  reorganization  arrangement, 
liquidation  or  succession;  instruments 
defining  the  rights  of  security  holders; 
opinion  re  legality;  opinion  re  tax 
matters;  and  material  contracts. 

V.  Proposed  Related  Amendments — 
A.  Rules  on  Incorporation  by 
Reference. — Proposed  Form  S-15 
requires  incorporation  by  reference  into 
the  registration  statement  of  certain 
information  contained  in  the  annual 
report  to  security  holders.  That  report, 
prepared  pursuant  to  Regulation  14A  or 
14C,  particularly  Rules  14a-3  or  14c-3 
thereof,  is  furnished  to  the  Commission 
for  its  information  but  is  not  deemed 
“filed"  with  the  Commission.* The 
Commission  is  proposing  amendments 
to  Rule  24  of  its  Rules  of  Practice  (17 
CFR  201.24)  and  to  Rule  411  (17  CFR 
230.411)  which  would  make  clear  that 
information  contained  in  such  reports, 
though  the  reports  are  not  deemed  filed 
with  the  Commission,  nevertheless  may 
be  incorporated  by  reference  into  a 
registration  statement  filed  pursuant  to 
the  Securities  Act. 

B.  Rules  14a-3. 14a-6, 14a-12, 14c-2, 
14c-5. — Exchange  Act  Rule  14a-3(a)  (17 
CFR  240.14a-3(a))  provides  that  no 
solicitation  subject  to  the  proxy  rules 
shall  be  made  unless  each  person 
solicited  is  concurrently  furnished  or  has 
previously  been  furnished  a  written 
proxy  statement  containing  the 
information  specified  in  Schedule  14A 
(17  CFR  240.14a-101)  under  that  Act. 

The  Commission  proposes  to  amend 
Rule  14a-3  to  provide  that  material  filed 
in  a  Form  S-15  registration  statement 
under  the  Securities  Act  containing  the 
information  required  by  that  form  would 
satisfy  the  requirements  of  the  rule. 

The  Commission  proposes  to  amend 
Exchange  Act  Rule  14a-6(j)  (17  CFR 
240.14a-6(j))  to  provide  that  material 
filed  in  an  ^15  registration  statement 
under  the  Securities  Act  would  satisfy 
the  filing  requirements  of  the  proxy  rules 
under  the  Exchange  Act.  This 
amendment  would  enable  registrants  to 
avoid  filing  copies  of  the  registration 
statement  as  a  proxy  statement  under 


•Rule  14a-3(c)  {17  CFR  240.14a-3(c))  provides 
that:  “Seven  copies  of  the  report  sent  to  security 
holders  pursuant  to  this  rule  shall  be  mailed  to  the 
Commission,  solely  for  its  information  ....  The 
report  is  not  deemed  ...  to  be  "filed"  with  the 
Commission  or  subject  to  this  regulation  otherwise 
than  as  provided  in  this  rule,  or  to  the  liabilities  of 
section  18  of  the  Act,  except  to  the  extent  that  the 
issuer  specifically  requests  that  it  be  treated  as  a 
part  of  the  proxy  soliciting  material  or  incorporates 
it  in  the  proxy  statement  by  reference.”  Rule  14c- 
3(b)  (17  CFR  240.14c-3(b))  contains  a  similar 
provision. 


the  Exchange  Act  and  paying  a  proxy 
filing  fee. 

Rule  14a-12  under  the  Exchange  Act 
(17  CFR  240.14a-12)  provides  that 
solicitations  in  opposition  to  prior 
solicitations  may  be  made  before 
furnishing  security  holders  a  written 
proxy  statement  containing  the 
information  specified  in  Schedule  14A  if 
certain  conditions  are  met,  including 
that  no  form  of  proxy  be  furnished  to 
security  holders  prior  to  the  time  the 
written  proxy  statement  required  by 
Rule  14a-3(a)  is  furnished.  Where  a 
proxy  statement  then  meeting  the 
requirements  of  Schedule  14A  has 
already  been  furnished  to  security 
holders,  however,  this  latter  condition  is 
inapplicable. 

Since  the  proposed  amendment  to 
Rule  14a-3(a)  would  provide  that  a 
proxy  statement  included  in  a 
registration  statement  filed  under  the 
Securities  Act  on  Form  S-15  could 
contain  the  information  specified  in  that 
form  in  lieu  of  the  information  specified 
in  Schedule  14A,  the  Commission 
proposes  to  amend  Exchange  Act  Rule 
14a-12(a)  to  refer  to  Rule  14a-3(a)  and  to 
delete  the  reference  to  Schedule  14A. 

Rule  14c-2(a)  under  the  Exchange  Act 
(17  CFR  240.14c-2(a))  requires  an  issuer 
subject  to  the  information  rules  to 
transmit  to  its  security  holders  a  written 
information  statement  containing  the 
information  specified  in  Schedule  14C. 
To  provide  similar  treatment  for  proxy 
material  and  information  statements,  the 
Commission  proposes  to  amend  Rule 
14c-2  to  provide  that  material  filed  in  a 
Form  S-15  registration  statement  would 
satisfy  the  requirements  of  the  rule. 

In  order  to  provide  similar  treatment 
for  proxy  material  and  information 


Form  S-15 — General  Instructions 
A.  Rule  as  to  Use  of  Form  S-15 

In  addition  to  Form  S-1  ($  239.11)  or  Form 
S-14  (S  239.23).  Form  S-15  may  be  used  for 
registration  under  the  Securities  Act  of  1933 
of  securities  to  be  issued  either  (a)  in  a 
transaction  of  the  type  specified  in  Rule 
145(a)  (2)  and  (3);  or  (b)  in  an  exchange  offer 
for  securities  of  another  person  if  the  voting 


statements,  the  Commission  proposes  to 
amend  Exchange  Act  Rule  14c-5(e)  (17 
CFR  240.14c-5(e)),  to  provide  that 
material  filed  in  a  Form  S-15  registration 
statement  under  the  Securities  Act 
would  satisfy  the  filing  requirements  of 
Regulation  14C  under  the  Exchange  Act. 
In  such  instances,  no  information 
statement  filing  fee  would  be  required. 

Text  of  Proposals 

It  is  proposed  to  amend  17  CFR 
Chapter  II  as  follows; 

PART  239— FORMS  PRESCRIBED 
UNDER  THE  SECURITIES  ACT  OF  1933 

1.  By  adding  §  239.29  to  read  as 
follows: 

§  239.29  Form  S-15,  optional  form  for 
registration  of  securities  to  be  offered  in 
certain  business  combination  transactions. 

Securities  and  Exchange  Commission  Form 

S-15,  Registration  Statement  Under  the 

Securities  Act  of  1933 

(Exact  name  of  issuer  as  specified  in  its 

charter) 

(State  or  other  jurisdiction  of  incorporation  or 
organization) 

(Standard  industrial  classification  code 
number) 

(I.R.S.  Employer  Identification  No.) 

(Address  of  principal  executive  offices, 
including  Zip  Code] 

(Address  of  principal  place  of  business] 

Issuer's  telephone  number,  including  area 
code 


(Name  and  address  of  agent  for  service) 

Approximate  date  of  commencement  of  the 
proposed  sale  of  the  securities  to  the  public 


securities  sought  to  be  acquired  together  with 
any  securities  owned  by  the  issuer  at  the  time 
of  the  filing  of  the  registration  statement  will 
aggregate  at  least  80%  of  the  outstanding 
voting  power  of  each  class  of  outstanding 
securities  of  the  other  person;  if  each  of  the 
following  conditions  is  met: 

1.  (a)  The  change  in  each  of  the  following 
items  for  the  issuer  on  an  historical  basis 
compared  to  those  for  the  issuer  on  a  pro 
forma  consolidated  basis  giving  effect  to  the 


Calculation  of  Registration  Fee 


Title  of  securities  to  be  registered 


Amount  to  be  Proposed  maximum  Proposed  maximum  Amount  of  registration 
registered  offering  aggregate  feet 

price  per  unit  offering  price 
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transaction  does  not  exceed  10  percent  for 
the  latest  fiscal  year  (with  respect  to  items  (i) 
and  (ii))  and  as  of  the  end  of  the  latest  fiscal 
year  reject  to  items  (iii)  and  fiv)): 

(i)  gross  sales  and  operat^  revenoes; 

(ii)  net  income; 

(iii)  total  assets;  and 

(iv)  total  shareholder's  equity. 

(b)  The  total  purchase  price  (market  value 
of  the  securities  being  registered  as  of  the 
date  of  filing  the  registration  statement  plus 
any  additio^  cash  consideration  being 
offered)  does  not  exceed  10%  of  the  aggregate 
market  value  of  the  issuer’s  voting  stock  held 
by  non-affiUates.  The  latter  value  shall  be 
computed  as  of  a  date  which  is  not  more  than 
30  days  prior  to  the  date  of  filing  the 
registration  statement. 

Z.  At  the  time  of  filing  the  registration 
statement  the  issuer  meets  the  requirements 
for  the  use  of  Form  S-7  (§  239.26),  and  has 
furnished  an  annual  report  to  secority  holders 
pursuant  to  Rule  14a-3  (§  240.14a-3)  or  Rule 
14c-3  (i  240.14o-^)  for  its  latest  fiscal  year. 

3.  The  transaction  has  been  approved  by 
the  board  of  directors  of  the  issuer  and  of  the 
company  being  acquired. 

4.  The  prospectus  is  delivered  to  the 
security  holders  whose  vote,  consent  or 
authorization  is  solicited  at  least  20  days 
prior  to  the  date  on  which  the  meeting  of  such 
security  holders  is  held  or,  if  no  such  meeting 
is  held,  the  date  of  such  vote,  consent,  or 
authorization. 

5.  Neither  the  issuer  nor  the  company  being 
acquired  engages  in  oil  and  gas  related 
operations  which  exceed  the  criteria  for 
exemption  specified  in  §  210.3-18(k]  of 
Regulation  ^X. 

6.  Neither  the  issuer  nor  the  acquired 
company  is  a  registered  investment  company. 

B.  Application  of  General  Rules  and 
Regulations 

Attention  is  directed  to  the  General  Rules 
and  Regulations  under  the  Act  particularly 
those  comprising  Regulation  C  [17  CFR 
230.400  to  230.494].  That  regulation  contains 
general  requirements  regarding  the 
preparation  and  filing  of  the  registration 
statement.  Rules  405,  411,  412,  and  439  should 
be  especially  noted. 

C.  Documents  Comprising  Registration 
Statement 

The  registration  statement  shall  consist  of 
die  facing  sheet  of  the  form,  a  prospectus 
containing  the  information  called  for  by  Part 
I,  the  information  and  undertaking  called  for 
by  Part  II,  signatures,  consents  of  experts, 
exhibits  and  any  other  information  or 
documents  filed  as  a  part  of  the  registration 
statement. 

D.  Compliance  With  Proxy  or  Information 
Rules 

(a)  If  a  corporation  or  other  person  submits 
to  its  security  holders  entitled  to  vote  or 
consent  a  proposal  to  approve  the  transaction 
in  which  the  securities  being  registered  are  to 
be  issued,  and  such  person's  submission  to  its 
security  holders  is  subject  to  Regulation  14A 
(f  §  240.14a-l  to  14a-101  of  this  chapter)  or 
14C  (Ifi  240.14C-1  to  14C-101)  under  the 
Securities  Exchange  Act  of  1934,  then  the 
provisions  of  such  regulations  shall  apply  in 
all  respects  to  such  person’s  submission. 


except  that  (1)  the  prospectus  may  be  in  the 
form  of  a  proxy  or  information  statement  and 
shall  contain  the  infmmation  required  by  this 
fora  in  heu  of  that  required  by  Sichedule  14A 
(§  240.14a-101  of  this  chapter)  or  14C 
(S  240.14C-101)  of  Regulation  14A  or  14C 
under  the  Securities  Exchange  Act  of  1934; 
and  (2)  copies  of  the  preliminary  and 
definitive  proxy  or  information  statement, 
form  of  proxy  or  other  material  filed  as  a  part 
of  the  registratioo  statement  shall  be  deemed 
filed  pursuant  to  the  requirements  of  such 
regulations.  All  other  soliciting  material  shall 
be  filed  in  accordance  with  such  regulations. 

(b)  If  the  proxy  or  information  material  sent 
to  such  security  holders  is  not  subject  to 
Regulation  14A  or  14C,  all  such  material  shall 
be  filed  as  a  part  of  the  registration  statement 
at  the  time  the  statement  is  filed  or  as  an 
amendment  thereto  prior  to  the  use  of  such 
material. 

E.  Unavailability  of  the  Prospectus  for 
Reoffers  or  Resales 

The  Form  S-15  prospectus  will  not  be 
available  for  reoffers  or  resales  of  securities 
acquired  pursuant  to  this  registration 
statement  by  affiliates  of  the  issuer  or  any 
other  persons  who  may  be  deemed 
underwriters  of  such  securities. 

F.  Notice  of  Intention  to  File  the  Registration 
Statement 

The  issuer  is  requested  to  advise  the 
Branch  Chief  in  the  Division  of  Corporation 
Finance  who  regularly  reviews  issuer’s 
filings,  by  letter,  of  the  intention  to  file  a 
registration  statement  on  Form  S-15  as  soon 
as  possible  prior  to  the  actual  filing  thereof, 
and  to  indicate  a  contemplated  filing  date  for 
such  registration  statement.  Such  pre-filing 
notice,  which  is  intended  to  assist  the 
Commission  stafi  in  its  processing  of 
registration  statements,  is  optional  on  the 
part  of  the  issuer  and  is  not  a  condition  to  the 
use  of  Form  S-15, 

Part  L  Information  Required  in  the  Prospectus 

Item  1,  Summary 

Immediately  following  the  cover  page  of 
the  prospectus,  set  forth  a  summary 
containing  the  following: 

(a)  a  brief  description  of  the  general  nature 
of  the  business  conducted  by  the  issuer  and 
by  the  acquired  company; 

(b)  a  brief  description  of  the  transaction 
pursuant  to  which  the  securities  being 
registered  are  to  be  offered;  and 

(c)  in  comparative  columnar  form, 
comparative  per  share  data  adjusted  to  be 
presented  on  an  equivalent  share  basis  of  the 
issuer  and  the  acquired  company,  for  the 
following  items:  (i)  book  value  per  share  as  of 
the  date  of  the  most  recent  balance  sheet 
presented  in  response  to  Item  3  or 
incorporated  by  reference  in  response  to  Item 
10;  (ii)  cash  dividends  declared  per  share 
during  the  last  full  fiscal  year  for  which 
financial  statements  are  presented  in 
response  to  Item  3  or  incorporated  by 
reference  in  response  to  Item  10;  (iii)  net 
earnings  per  share;  and  (iv)  market  value  of. 
securities  as  of  the  day  preceding  public 
announcement  of  the  proposed  transaction, 
or,  if  none,  as  of  the  day  preceding  the  day 
the  agreement  with  respect  to  the  transaction 
was  entered  into. 


Item  2.  Terms  (rf  the  Transaction 

(a)  Give  the  name  of  the  issuer  of  the 
securities  to  be  registered,  its  complete 
mailing  address,  including  the  zip  code,  and 
the  telephone  number,  including  the  area 
code,  of  its  principal  executive  offices. 

(b)  Give  the  name  of  the  acquired 
company,  its  complete  mailing  address, 
including  the  zip  code,  and  the  telephone 
number,  including  the  area  code,  of  its 
principal  executive  offices. 

(c)  Outline  briefly  the  material  features  of 
the  proposed  transaction,  including  a 
description  of  the  securities  to  be  issued 
pursuant  thereto.  State  the  acquired 
company’s  reasons  for  engaging  in  the 
transaction,  the  federal  income  tax 
consequences  thereof  to  the  security  holders 
of  the  acquired  company,  and  the  significant 
differences  between  the  rights  of  those 
security  holders  and  the  rights  of  holders  of 
the  securities  being  offered. 

(d)  Briefly  describe  any  restrictions  on  the 
issuer’s  present  or  future  ability  to  pay 
dividends  with  respect  to  any  class  of 
securities.  Disclose  whether  any  dividends 
are  in  arrears  or  whether  any  defaults  exist 
with  respect  to  payment  of  principal  or 
interest  on  any  seouities  of  the  issuer  or  of 
the  company  being  acquired  and  disclose  the 
effect  of  the  transaction  pursuant  to  which 
the  securities  registered  are  to  be  offered  on 
such  arrears  or  defaults. 

(e)  Include  a  brief  description  by  the 
company  to  be  acquired  or  whose  shares  are 
subject  to  the  exchange  offer  of  any  matter, 
not  otherwise  disclosed  pursuant  to  another 
item  of  this  form,  which  is  material  to  the 
fairness  of  the  transaction  to  unaffiliated 
security  holders  of  the  acquired  company. 

Item  3.  Description  of  the  Acquired  Company 

(a)  If  the  company  being  acquired  has  a 
class  of  securities  registered  pursuant  to 
Section  12  of  the  Securities  Exchange  Act  of 
1934  and  has  furnished  an  annual  report  to 
security  holders  pursuant  to  Rule  14a-3 

(§  240.14a-3)  or  Rule  14c-3  (§  240.14c-3)  for 
its  latest  fiscal  year,  then  portions  of  such 
annual  report  to  security  holders  shall  be 
incorporated  by  reference  and  shall  be 
delivered  in  accordance  with  the  provisions 
of  Items  9  and  10  of  this  form. 

(b)  If  the  company  being  acquired  either 
does  not  have  a  class  of  securities  registered 
pursuant  to  Section  12  of  the  Securities 
Exchange  Act  of  1934  or  has  not  furnished  an 
annual  report  to  security  holders  pursuant  to 
Rule  14a-3  (§  240.14a-3)  or  Rule  14c-3 

(§  240.14C-3)  for  its  latest  fiscal  year,  then  the 
following  shall  be  set  forth  with  respect  to 
the  acquired  company: 

(i)  a  brief  description  of  the  acquired 
company’s  business  which  indicates  its 
general  nature  and  scope; 

(ii)  market  prices  of  securities  and 
statement  of  dividend  policy  as  required  by 
Item  9  of  Regulation  S-K; 

(iii)  selected  financial  data  as  required  by 
Item  10  of  Regulation  S-K; 

(iv)  management’s  discussion  and  analysis 
as  required  by  Item  11  of  Regulation  S-K; 

(v)  financial  statements  as  would  have 
been  required  to  be  included  in  an  annual 
report  furnished  to  security  holders  pursuant 
to  Rule  14a-3  (§  240.14a-3)  or  Rule  14c-3 
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(S  240.14C-3)  had  the  company  being  acquired 
been  required  to  prepare  such  a  report: 
provided,  however,  the  balance  sheet  for  the 
year  preceding  the  latest  full  flscal  year  and 
the  income  statements  for  the  two  years 
preceding  the  latest  full  fiscal  year  need  not 
be  audited  if  they  have  not  previously  been 
audited;  and 

(vi)  such  quarterly  financial  information  as 
would  have  been  required  had  the  acquired 
company  been  required  to  file  reports  on 
Form  10-Q  (§  249.308a]  for  the  most  recent 
quarter  for  which  such  a  report  would  have 
been  on  file  at  the  time  the  registration 
statement  becomes  effective. 

Item  4.  Voting  Information 

(a]  If  proxies,  consents,  or  authorizations 
are  to  be  solicited,  include,  where  applicable, 
the  information  called  for  by  the  following 
items  of  Schedule  14A  (S  240.14a-101  of  this 
chapter]  of  Regulation  14A  under  the 
Securities  Exchange  Act  of  1934: 

Item  1.  Revocability  of  proxy; 

Item  3.  Persons  making  the  solicitation; 

Item  5.  Voting  securities  and  principal 
holders  thereof; 

Item  22.  Vote  required  for  approval. 

(b]  If  proxies,  consents,  or  authorizations 
are  not  to  be  solicited,  include  where 
applicable,  the  information  called  for  by 
Items  5  and  22  of  Schedule  14A  and  the 
following  items  of  Schedule  14C  (§  240.140- 
101  of  this  chapter]  of  Regulation  14C  under 
the  Securities  Exchange  Act  of  1934: 

Item  2.  Statement  that  proxies  are  not 
solicited; 

Item  3.  Date,  time  and  place  of  meeting. 

(c]  In  addition  to  the  information  called  for 
by  paragraphs  (a]  and  (b]  above,  in  all  cases 
include  the  following: 

(i]  Dissenters’  Rights  of  Appraisal.  Outline 
briefly  appraisal  or  other  similar  rights  of 
dissenters  with  respect  to  the  proposed 
transaction  and  indicate  any  statutory 
procedure  required  to  be  followed  by 
dissenting  security  holders  in  order  to  perfect 
such  rights.  Where  such  rights  may  be 
exercised  only  within  a  limited  time  after  the 
date  of  adoption  of  a  proposal,  the  Hling  of  a 
charter  amendment  or  other  similar  act,  state 
whether  the  person  solicited  will  be  notifled 
of  such  date. 

Instruction.  Indicate  whether  or  not  a 
security  holder's  failure  to  vote  against  a 
proposal  will  constitute  a  waiver  of  his 
appraisal  or  other  similar  rights  and  whether 
or  not  a  vote  against  a  proposal  will  be 
deemed  to  satisfy  any  notice  requirements 
under  State  law  with  respect  to  appraisal 
rights.  If  the  State  law  is  unclear,  state  what 
position  will  be  taken  in  regard  to  these 
matters. 

(ii]  Beneficial  Ownership.  Provide  the 
information  required  by  Items  6(a]  and  6(b]  of 
Regulation  S-K  229.20]  with  respect  to  both 
the  issuer  of  the  securities  being  registered 
and  the  company  being  acquired.  No 
response  to  this  paragraph  (c](2]  is  necessary 
to  the  extent  that  this  information  is  already 
provided  pursuant  to  paragraph  (a]  of  this 
item. 

(iii]  Executive  Officers  and  Directors.  With 
respect  to  the  issuer,  provide  the  information 
required  by  Item  3  of  Regulation  S-K.  With 
respect  to  the  company  being  acquired. 


identify  each  of  the  executive  officers  and 
directors  and  indicate  the  principal 
occupation  or  employment  of  each  such 
person  and  the  name  and  principal  business 
of  any  organization  by  which  such  person  is 
so  employed. 

Item  5.  Interest  of  Certain  Persons  in  the 
Transaction 

Describe  briefly  any  material  interest, 
direct  or  indirect,  by  security  holdings  or 
otherwise,  of  affiliates  of  the  issuer  and  of  the 
company  being  acquired,  in  the  proposed 
transaction. 

Instruction. — This  item  shall  not  apply  to 
any  interest  arising  from  the  ownership  of 
securities  of  the  issuer  where  the  security 
holder  receives  no  extra  or  special  beneRt 
not  shared  on  a  pro  rata  basis  by  all  other 
holders  of  the  same  class. 

Item  ft  Addtional  Information  With  Respect 
to  the  Issuer 

(a]  Describe  any  and  all  material  changes 
in  the  issuer's  affairs  which  have  occurred 
since  the  end  of  the  latest  fiscal  year  for 
which  certified  financial  statements  were 
included  in  the  annual  report  to  security 
holders  and  which  have  not  been  described 
in  the  issuer's  most  recent  report  on  Form  10- 
Q  (S  249.308a].  Financial  information  may  be 
required  in  the  prospectus  if  the  Hnancial 
statements  in  the  annual  report  to  security 
holders  do  not  reflect  the  results  of  a 
signiHcant  business  combination  accounted 
for  as  a  pooling  of  interests  or  a  change  in 
accounting  principles  where  such  change 
requires  a  substantial  retroactive  restatement 
of  Hnancial  statements. 

(b]  State  that  reports,  proxy  statements  and 
other  information  filed  by  the  issuer  can  be 
inspected  and  copied  at  the  public  reference 
facilities  maintained  by  the  Commission  in 
Washington,  D.C.,  and  at  certain  of  its 
Regional  Offices,  and  state  the  current 
address  of  each  such  facility,  and  that  copies 
of  such  material  can  be  obtained  from  the 
Public  Reference  Section  of  the  Commission, 
Washington,  D.C.  20549  at  prescribed  rates. 

(c]  Name  any  national  securities  exchange 
on  which  the  issuer's  securities  are  listed, 
and  state  that  reports,  proxy  statements  and 
other  information  concerning  the  registrant 
can  be  inspected  at  such  exchanges. 

(d]  Include  an  undertaking  to  provide 
without  charge  to  each  person  to  whom  a 
prospectus  is  delivered,  on  the  written 
request  of  such  person,  a  copy  of  the  issuer's 
Form  10-K(s]  (§  249.310]  information  from 
which  is  incorporated  by  reference  in 
response  to  any  item  and  indicate  the  name 
and  address  of  the  person  to  whom  such  a 
written  request  is  to  be  directed. 

Item  7.  Additional  Information  With  Respect 
to  the  Acquired  Company 

(a]  Describe  any  and  all  changes  in  the 
acquired  company's  affairs  which  have 
occurred  since  the  end  of  the  latest  fiscal 
year  for  which  certified  Hnancial  statements 
have  been  included  either. 

(i]  in  the  acquired  company's  annual  report 
to  shareholders  incorporated  by  reference 
and  delivered  pursuant  to  Items  9  and  10  of 
this  form;  or 


(ii]  in  the  prospectus  as  a  result  of  the 
provisions  of  paragraph  (b](v]  of  Item  3  of 
this  form. 

Financial  information  may  be  required  in  the 
prospectus  if  such  financial  statements  do  not 
reflect  the  results  of  a  signiffcant  business 
combination  accounted  for  as  a  pooling  of 
interests  or  a  change  in  accounting  principles 
where  such  change  requires  a  substantial 
retroactive  restatement  of  Enancial 
statements. 

(b]  Describe  any  changes  in  control  of  the 
acquired  company  which  have  occurred 
within  thirty-six  months  prior  to  the  filing 
date  of  the  registration  statement. 

(c]  If  the  acquired  company  has  a  class  of 
securities  registered  under  Section  12  of  the 
Securities  Exchange  Act  of  1934  or  is  required 
to  file  reports  under  Section  15(d]  of  that  Act: 

(i]  state  that  reports  and  other  information 
filed  by  the  acquired  company  can  be 
inspected  and  copied  at  the  public  reference 
facilities  maintained  by  the  Commission  in 
Washington,  D.C.,  and  at  certain  of  its 
Regional  Offices,  and  state  the  current 
adless  of  each  such  facility,  and  that  copies 
of  such  material  can  be  obtained  from  the 
Public  Reference  Section  of  the  Commission, 
Washington,  D.C.  20549  at  prescribed  rates; 

(ii]  name  any  national  securities  exchange 
on  which  the  acquired  company's  securities 
are  listed,  and  state  that  reports,  proxy 
statements  and  other  information  concerning 
the  acquired  company  can  be  inspected  at 
such  exchange;  and 

(iii]  include  an  undertaking  to  provide 
without  charge  to  each  person  to  whom  a 
prospectus  is  delivered,  on  the  written 
request  of  such  person,  a  copy  of  the  acquired 
company's  Form  10-K(s]  (§  249.310] 
information  from  which  js  incorporated  by 
reference  in  response  to  any  item  and 
indicate  the  name  and  address  of  the  person 
to  whom  such  a  written  request  is  to  be 
directed. 

Item  ft  Information  Delivered  and 
Incorporation  by  Reference 

(a]  A  statement  shall  be  made  indicating' 
that  the  prospectus  is  accompanied  by  the 
following  documents: 

(i]  the  issuer's  annual  report  to  security 
holders  for  its  latest  Hscal  year  and  latest 
Form  10-Q,  if  any,  tiled  with  the  Commission 
after  the  latest  tiscal  year,  and 

(ii]  if  the  acquired  company  has  a  class  of 
securities  registered  pursuant  to  Section  12  of 
the  Securities  Exchange  Act  of  1934  and  has 
furnished  an  annual  report  to  security  holders 
pursuant  to  and  meeting  the  requirements  of 
Rule  14a-3  (§  240.14a-3]  or  Rule  14c-3 

(§  240.14C-3]  for  its  latest  tiscal  year,  such 
annual  report  and  the  latest  Form  10-Q  tiled 
by  the  acquired  company  with  the 
Commission  after  the  latest  tiscal  year. 

(b]  A  statement  shall  be  made  that  certain 
information  has  been  incorporated  by 
reference,  including  but  not  limited  to 
specitied  portions  of  the  documents  which 
accompany  the  prospectus.  The  issuer  may 
also  state,  if  it  so  chooses,  that  specitically 
described  portions  of  documents  which  are 
not  incorporated  by  reference  are  not  a  part 
of  the  registration  statement.  The  description 
of  portions  which  are  incorporated  by 
reference  or  which  are  excluded  shall  be 
made  with  clarity  and  in  reasonable  detail. 
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Part  n.  Infonnation  Not  Required  ia 
Prospectus;  Undertakings 

Item  9.  Undertaking  To  Transmit  Certain 
Material 

(a)  The  registration  statement  shall  contain 
an  undertaking,  dated  as  of  a  date  which  is 
not  more  than  twenty  days  prior  to  the 
effective  date  of  the  registration  statement, 
substantially  as  follows: 

"The  undersigned  issuer  hereby  undertakes 
to  deliver  or  cause  to  be  delivered  with  the 
prospectus  to  each  person  to  whom  the 
prospectus  is  sent  or  given  by  the  issuer  or  by 
the  acquired  company: 

(i)  the  issuer’s  annual  report  to  security 
holders  for  its  latest  Hscal  yean 

(ii)  the  acquired  company's  annual  report 
to  security  holders  furnished  pursuant  to  and 
meeting  the  requirements  of  Rule  14a-3  or 
Rule  14o-3  for  its  latest  Hscal  year, 

(iii)  the  issuer’s  latest  Form  10-Q;  and 

(ivj  the  acquired  company’s  latest  Form  10- 
Q.” 

However,  if  the  issuer  is  not  required  to 
indicate  in  the  prospectus  in  response  to  Item 
8(a)(ii]  of  this  form  that  the  acquired 
company’s  annual  report  to  security  holders 
and  latest  Form  10-Q  will  accompany  the 
prospectus,  then  paragraphs  (ii)  and  (iv)  of 
this  undertaking  may  be  omitted. 

(b)  All  Form  lO-Q(s)  which  accompany  the 
prospectus  and  which  are  referred  to  in  the 
issuer’s  undertaking  made  in  accordance  with 
paragraph  (a)  of  this  item  shall  be  filed  .with 
the  Conimission  on  or  before  the  earlier  of 
the  date_  of  such  imdertaking  or  two  business 
days  prior  to  the  effective  date  of  the 
registration  statement. 

Item  10.  Incorporation  of  Certain  Information 
by  Reference 

(a)  There' shall  be  specifically  incorporated 
by  reference  into  the  registration  statement, 
by  means  of  a  statement  to  that  effect  in  Part 
II  filed  with  the  Commission,  the  following 
informatim  contained  in  the  issuer’s  and 
acquired  company’s  annual  report(s]  to 
security  holders  delivered  with  the 
prospectus  pursuant  to  Item  9: 

(1)  description  of  business; 

(2)  certified  financial  statements  furnished 
in  accordance  with  the  provisions  of  Rule 
14a-3(b); 

(3)  information  relating  to  industry 
segments,  classes  of  similar  products  or 
services,  foreign  and  domestic  operations  and 
export  sales  furnished  in  accordance  with  the 
provisions  of  paragraphs  (b),  {c)(l)(i)  and  (d) 
of  Item  1  of  Regulation  S-K  ($  229.20); 

(4)  market  price  of  the  issuer’s  securities 
and  statement  of  dividend  policy  furnished  in 
accordance  with  Item  0  of  Regulation  S-K; 

(5)  selected  financial  data  furnished  in 
accordance  with  Item  10  of  Regulation  S-K; 
and 

(6)  Management’s  discussion  and  analysis 
furnished  in  accordance  with  Item  11  of 
Regulation  S-K. 

(b)  There  shall  be  specifically  incorporated 
by  reference  into  the  registration  statement, 
by  means  of  a  statement  to  that  effect  in  Part 
n  filed  with  the  Commission,  the  issuer’s  and 
acquired  company’s  Form  10-Q(8)  delivered 
wi^  the  prospectus  pursuant  to  Item  9. 

(c)  The  following  documents  shall  be 
specifically  incorporated  by  reference  into 


the  registration  statement  by  means  of  a 
statement  to  that  effect  in  Part  II  filed  with 
the  Commission: 

(i)  the  issuer’s  Form  10-K  for  its  latest 
fiscal  year; 

(ii)  ^e  acquired  company’s  Form  10-K,  if 
any,  for  its  latest  fiscal  year;  and 

(iii)  any  reports  filed  pursuant  to  Section 
13(a)  or  15(d)  of  the  Securities  Exchange  Act 
of  1934  by  the  issuer  or  by  the  acquired 
company,  other  than  Form  lO-Q(s) 
incorporated  under  paragraph  (b)  of  this  item,  • 
on  or  after  the  end  of  the  issuer’s  latest  fiscal 
year  and  prior  to  the  date  the  vote  or  consent 
solicited  pursuant  to  the  registration 
statement  is  final  under  applicable  state  law 
or,  if  no  such  vote  or  consent  is  solicited,  the 
date  the  transaction  described  in  the 
registration  statement  is  fully  consummated. 

Item  11.  Interest  (^Experts  Named  ia 
Registration  Statement 

If  any  expert  named  in  the  registration 
statement  as  having  prepared  or  certified  any 
part  thereof  was  employed  for  such  a  purpose 
on  a  contingent  basis  or,  at  the  time  of  such 
preparation  or  certification  or  at  any  time 
thereafter,  had  a  substantial  interest  in  the 
issuer  or  any  of  its  parents  or  subsidiaries  or 
was  connected  with  the  registrant  or  any  of 
its  subsidiaries  as  a  promoter,  underwriter, 
voting  trustee,  director,  o^cer  or  employee, 
furnish  a  brief  statement  of  the  nature  of  such 
contingent  basis,  interest  or  connection. 
Instruction.  In  the  case  of  an  accountant  any 
direct  financial  interest  or  any  material 
indirect  financial  interest  held  during  the 
period  covered  by  the  financial  statements 
prepared  or  certified  shall  be  deemed  a 
"substantial  interest"  for  the  purpose  of  this 
item. 

Item  12.  Exhibits 

Subject  to  the  rules  regarding  incorporation 
by  reference,  the  exhibits  as  required  by  Item 
8  of  Regulation  S-K  (17  CFR  229.20)  shall  be 
filed  as  a  part  of  the  registration  statement. 

List  all  exhibits  so  filed  and  appropriately 
letter  or  munber  each  exhibit  for  convenient 
reference.  Exhibits  incorporated  by  reference 
may  bear  the  designation  given  in  the 
previous  filing.  Where  exhibits  are 
incorporated  by  reference,  the  reference  shall 
be  made  in  the  list  of  exhibits. 

Signatures 

Pursuant  to  the  requirements  of  the 
Securities  Act  of  1933,  the  issuer  has  duly 
caused  this  registration  statement  to  be 
signed  on  its  behalf  by  the  undersigned, 
thereunto  duly  authorized,  in  the  City  of 

- ^  State  of - ,  on 

- ^,19—. 


officer  or  officers,  its  principal  financial 
officer,  it  controller  or  principal  accounting 
officer  and  by  at  least  the  majority  of  the 
board  of  directors  or  persons  performing 
similar  functions. 

2.  The  name  of  each  person  who  signs  the 
registration  statement  shall  be  typed  or 
printed  beneath  his  signature.  Any  person 
who  occupies  more  than  one  of  the  specified 
positions  shall  indicate  each  capacity  in 
which  he  signs  the  registration  statement. 

(Attention — the  text  of  the  following 
proposed  amendments  uses  ►  m  arrows 
to  indicate  additions  and  [  ]  bracket  to 
indicate  deletions.) 

PART  201— RULES  OF  PRACTICE 

2.  By  amending  §  201.24  to  read  as 
follows: 

§  201.24  Incorporation  by  reference. 

Where  rules,  regulations,  or 
instructions  to  forms  of  the  Commission 
permit  incorporation  by  reference,  a 
document  may  be  so  incorporated  by 
reference  to  the  specific  document  and 
where  the  document  being 
incorporated  by  reference  has  been  filed 
with  the  Commission,  to  the  prior 
filing  in  which  such  document  was 
physically  filed.  Reference  may  not  be 
made  to  any  document  which 
incorporates  another  document  by 
reference  if  the  pertinent  portion  of  the 
document  containing  the  information  or 
financial  statements  to  be  incorporated 
by  reference  includes  an  incorporation 
by  reference  to  another  document.  No 
document  on  file  with  the  Commission 
for  more  than  five  years  may  be 
incorporated  by  reference  except — 

(a)  Documents  contained  in 
registration  statements  which  may  be 
incorpo]:ated  by  reference  as  long  as  the 
registrant  has  a  reporting  requirement 
with  the  Commission; 

(b)  Documents  that  the  registrant 
specifically  identifies  by  physical 
location  and  by  SEC  file  munber 
reference,  provided  such  materials  have 
not  been  disposed  of  by  the  Conunission 
pursuant  to  its  Records  Control 
Schedule  (17  CFR  200.80f). 

PART  230— GENERAL  RULES  AND 
REGULATIONS,  SECURITIES  ACT  OF 
1933 


By  (Si^ature  and  Title) - 

Pursuant  to  the  requirements  of  the 
Securities  Act  of  1933,  this  registration 
statement  has  been  signed  by  the  following 
persons  in  the  capacities  and  on  the  dates 
indicated. 

(Signature)  - 

(Title) - 

(Date) - 

Instructions 

1.  The  registration  statement  shall  be 
signed  by  the  issuer,  its  principal  executive 


3.  By  amending  paragraph  (b)  of 
§  230.411  to  read  as  follows: 

§  230.411  Incorporation  of  certain 
information  by  reference. 

*  *  *  *  « 

(b)  Any  financial  statement  or  part 
thereof  filed  with  the  Commission 
pursuant  to  any  Act  administered  by  the 
Commission  or  any  financial 
statement  or  part  thereof  contained  in 
an  annual  report  to  seciuity  holders 
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prepared  in  compliance  with  Rule  14a-3 
(§  240.14a-3)  or  Rule  14o-3  (§  240.14c-3), 
and  furnished  to  security  holders  and 
mailed  to  the  Commission  in  compliance 
with  those  rules,  M  may  be  incorporated 
by  reference  in  any  registration 
statement  if  it  substantially' conforms  to 
the  requirements  of  the  appropriate  form 
and  is  not  required  to  be  included  in  the 
prospectus.  However,  a  financial 
schedule  incorporated  by  reference  to 
an  annual  report  filed  with  the 
Commission  pursuant  to  any  Act 
administered  by  it  need  not  be  certified, 
if  such  schedule  was  not  required  to  be 
certified  in  connection  with  the  filing  of 
the  annual  report,  any  requirement  of 
any  registration  form  to  the  contrary 
notwithstanding. 

PART  240— GENERAL  RULES  AND 
REGULATIONS,  SECURITIES 
EXCHANGE  ACT  OF  1940 

4.  By  amending  paragraph  (a)  of 
§  240.14a-3  to  read  as  follows: 

§  240.14a-3  Information  to  be  furnished  to 
security  holder. 

(a)  No  solicitation  subject  to  this 
regulation  shall  be  made  unless  each 
person  solicited  is  concurrently 
furnished  or  has  previously  been 
furnished  with  a  written  proxy 
statement  containing  the  information 
specified  in  Schedule  14A  (§  240.14a- 
101],  ►  or  with  a  written  proxy 
statement  included  in  a  registration 
statement  filed  under  the  Securities  Act 
of  1933  on  Form  S-15  (§239.29  of  this 
chapter]  and  containing  the  information 
specified  in  such  form.  M 
***** 

5.  By  amending  paragraph  (j]  of 
§  240.14a-6  to  read  as  follows; 

§  240.14a-6  Material  required  to  be  filed. 
***** 

()]  Notwithstanding  the  foregoing 
provisions  of  this  section,  any  proxy 
statement,  form  of  proxy  or  other 
soliciting  material  included  in  a 
registration  statement  filed  under  the 
Securities  Act  of  1933  on  Form  S-14 
(§  239.23  of  this  chapter]  ►  or  Form  S-15 
(§  239.29  of  this  chapter)  M  shall  be 
deemed  filed  both  for  the  purposes  of 
that  Act  and  for  the  purposes  of  this 
section,  but  separate  copies  of  such 
material  need  not  be  furnished  pursuant 
to  this  section  nor  shall  any  fee  be 
required  under  paragraph  (i]  of  this 
section.  However,  any  additional 
soliciting  material  used  after  the 
effective  date  of  the  registration 
statement  on  Form  S-14  ►  or  Form  S-15 
M  shall  be  filed  in  accordance  with  this 
section  but  separate  copies  of  such 
material  need  not  be  filed  as  an 


amendment  of  such  registration 
statement. 

***** 

6.  By  amending  paragraph  (a]  of 
§  240.14a-12  to  read  as  follows: 

§240.14a-12  Solicitation  prior  to 
furnishing  required  proxy  statement 

(a]  Notwithstanding  the  provisions  of 
Rule  14a-3(a]  (§  240.14a-3(a]],  a 
solicitation  (other  than  one  subject  to 
Rule  14a-ll  (§  240.14a-ll]]  may  be 
made  prior  to  furnishing  security  holders 
a  written  proxy  statement  meeting  the 
requirements  of  Rule  14a-3(a]  if — 

(!]*** 

(2]  No  form  of  proxy  is  furnished  to 
security  holders  prior  to  the  time  the 
written  proxy  statement  required  by 
Rule  14a-3(a]  (§  240.14a-3(a]]  is 
furnished  to  security  holders:  Provided, 
however,  That  this  paragraph  (2]  shall 
not  apply  where  a  proxy  statement  then 
meeting  the  requirements  of  [Schedule 
14A  (§  240.14a-101]]  ►Rule  14a-3(a]-* 
has  been  furnished  to  security  holders 
by  or  on  behalf  of  the  person  making  the 
solicitation. 

***** 

7.  By  amending  paragraph  (a]  of 
§  240.14C-2  to  read  as  follows: 

§  240.14C-2  Distribution  of  Information 
statement. 

(a]  In  connection  with  every  annual  or 
other  meeting  of  the  holders  of  a  class  of 
securities  registered  pursuant  to  section 
12  of  the  Act,  including  the  taking  of 
corporate  action  with  the  written 
authorization  or  consent  of  the  holders 
of  a  class  of  securities  so  registered,  the 
issuer  of  such  securities  shall  transmit  a 
written  information  statement 
containing  the  information  specified  in 
Schedule  14C  (17  CFR  240.14c-l  et 
seq.]^,  or  a  written  information 
statement  included  in  a  registration 
statement  filed  under  the  Securities  Act 
of  1933  on  Form  S-15  (§  239.29  of  this 
chapter]  and  containing  the  information 
specified  in  such  form,-^  to  every  such 
security  holder  who  is  entitled  to  vote  or 
give  an  authorization  or  consent  in 
regard  to  any  matter  to  be  acted  upon 
and  from  whom  a  proxy,  authorization 
or  consent  is  not  solicited  on  behalf  of 
the  management  of  the  issuer  pursuant 
to  section  14(a]  of  the  Act:  Provided, 

That  in  the  case  of  a  class  of  securities 
in  unregistered  or  bearer  form,  such 
statement  need  be  transmitted  only  to 
those  security  holders  whose  names  are 
known  to  the  issuer. 
***** 

8.  By  amending  paragraph  (e]  of 
§  240.14C-5  to  read  as  follows: 


§  240.14C-5  Filing  of  information 
statement. 

*  *  *  *  •  * 

(e]  Notwithstanding  the  foregoing 
provisions  of  this  section,  any 
information  statement  or  other  material 
included  in  a  registration  statement, 
filed  under  the  Securities  Act  of  1933  on 
Form  S-14  (§  239.23  of  this  chapter]  ►or 
Form  S-15  (§  239.29  of  this  chapter] 
shall  be  deemed  filed  both  for  the 
purposes  of  that  Act  and  for  the 
purposes  of  this  section,  but  separate 
copies  of  such  material  need  not  be 
furnished  pursuant  to  this  section,  nor 
shall  any  fee  be  required  imder 
paragraph  (a]  of  this  section.  However, 
any  additional  material  used  after  the 
effective  date  of  the  registration 
statement  on  Form  S-14  ►or  Form  S- 
15-*  shall  be  filed  in  accordance  with 
this  section  but  separate  copies  of  such 
material  need  not  be  filed  as  an 
amendment  of  such  registration 
statement. 

(Secs.  6,  7, 10, 19(a],  48  Stat.  78,  81,  85;  secs. 
205,  209,  48  Stat.  906,  908;  sec.  8.  68  Stat.  685; 
sec.  1,  79  Stat.  1051;  15  U.S.C.  77f.  77g.  77j, 
77s(a];  secs.  14(a],  23(a],  48  Stat.  985,  901;  sec. 
203(a],  49  Stat.  704;  sec.  8,  49  Stat.  1379;  sec.  5, 
78  Stat.  569,  570;  sec.  18,  89  Stat,  155;  15  U.S.C. 
78n(a],  78w(a];  secs.  12(e],  38(a],  54  Stat.  822, 
841;  15  U.S.C.  80a-20(a],  80a-37(a).] 

Statutory  Authority  for  Proposals 

The  foregoing  amendments  to  17  CFR 
Parts  201,  230,  239,  and  240  are  proposed 
pursuant  to  the  Securities  Act  of  1933, 
particularly  Sections  6,  7, 10  and  19(a] 
thereof,  and  pursuant  to  Sections  14(a] 
and  23(a]  of  the  Securities  Exchange  Act 
of  1934,  Sections  12(e]  and  20(a]  of  the 
Public  Utility  Holding  Company  Act  of 
1935,  and  Sections  20(a]  and  38(a]  of  the 
Investment  Company  Act  of  1940. 

Pursuant  to  Section  23(a]  of  the 
Exchange  Act,  the  Commission  has 
considered  the  effect  that  the  proposals 
would  have  on  competition  and  is  not 
aware,  at  this  time,  of  any  burdens  that 
the  proposals,  if  adopted,  would  impose 
on  competition  not  necessary  or 
appropriate  in  furtherance  of  the 
purposes  of  that  Act.  However,  the 
Commission  specifically  invites 
comment  as  to  the  anti-competitive 
effects,  if  any,  the  proposals  would 
likely  engender. 

By  the  Commission. 

George  A.  Fitzsimmons, 

Secretary. 

January  15, 1980. 

|FR  Doc.  80-2026  Filed  1-23-80;  S'45  am) 
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17  CFR  Parts  210, 229  and  240 

[RsieasM  Nos.  33-6178, 34-16498,  and  35- 
21393;  IC-11019;  File  No.  S7-818] 

General  Revision  of  Regulation  S-X 

agency:  Securities  and  Exchange 
Commission. 

ACTION:  Proposed  rules. 

SUMMARY:  The  Commission  is  proposing 
a  genercd  revision  of  Articles  3  and  5 
and  the  related  sections  of  Article  12  of 
Regulation  S-X  (“S-X’*).  The  changes  in 
the  content  of  S-X  are  being  proposed  to 
(i)  eliminate  rules  which  are  presently 
duplicative  of  generally  accepted 
accoimting  principles  (“GAAJP”),  (ii) 
effect  changes  to  recognize  predominant 
current  practice  and  changes  in 
circumstances,  (iii)  clarify  and  modify 
requirements  which  are  presently 
subject  to  differing  interpretations,  and 
(iv}  expand  certain  requirements  to 
improve  Hnancial  reporting.  These 
proposed  changes  have  been  structured 
in  a  manner  to  facilitate  the  integration 
of  the  Securities  Act  of  1933  and  the 
Securities  Exchange  Act  of  1934  by 
attaining  greater  uniformity  between 
financial  statements  included  in  annual 
reports  to  shareholders  and  those 
prepared  in  accordance  with  S-X. 

DATE:  Comments  should  be  submitted 
on  or  before  April  30, 1980. 

ADDRESSES:  Comments  should  refer  to 
File  S7-818  and  should  be  submitted  in 
triplicate  to  George  A.  Fitzsimmons, 
Secretary,  Securities  and  Exchange 
Commission,  500  North  Capitol  Street, 
Washington,  D.C.  20549.  All  comments 
wifi  be  available  for  public  inspection  at 
the  Commission's  Public  Reference 
Room,  Room  6101, 1100  L  Street,  N.W., 
Washington,  D.C.  (File  No.  S7-818). 

FOR  FURTHER  INFORMATION  CONTACT: 
Arthur  ).  Schmeiser  or  Rita  ].  Gunter, 
Office  of  the  Chief  Accountant. 

Securities  and  Exchange  Conunission, 
500  North  Capitol  Street,  Washington, 
D.C.  20549  (202-272-2133). 
SUPPLEHCNTARY  INFORMATION: 

I.  Background 
General 

In  1940,  the  Securities  and  Exchange 
Commission  issued  Accounting  Series 
Release  (“ASR")  No.  12,  “Adoption  of 
Regulation  S-X.”  This  regulation  was  a 
substitute  for  the  several  existing  sets  of 
accoimting  instructions  which  applied  to 
the  various  forms.  In  general,  it 
constituted  a  codification  of  existing 
instructions  as  to  the  form  and  content 
of  financial  statements.  The  regulation 
did  not  prescribe  accounting  methods, 
but  rather  stated  requirements  which 
were  intended  to  elicit  informative 


disclosures.  In  1940,  there  was  little 
available  authoritative  accounting 
literature.  Indeed,  the  predecessor  of  the 
American  Institute  of  Certified  Public 
Accountants  (“AICPA”)  only  two  years 
earlier  had  instituted  a  research 
program  resulting  in  the  publication  of 
accoimting  principles  in  the  form  of 
Accounting  Research  Bulletins 
(“ARB’s”).  This  was  the  first  attempt  by 
the  accounting  profession  to  formally 
promulgate  stand&rds.  Consequently, 
the  Commission  considered  it  beneficial 
to  have  a  regulation,  such  as  S-X,  with 
condensed  requirements  contained  in 
one  authoritative  source. 

Regulation  S-X  is  subdivided  into 
twelve  articles.  The  first  four  articles 
contain  rules  of  general  application; 
namely.  Application  of  Relation  S-X 
Qualifications  and  Reports  of 
Accountants,  Rules  of  General 
Application  and  Consolidated  and 
Combined  Financial  Statements.  The 
next  six  articles  prescribe  the  form  and 
content  of  financial  statements  for, 
respectively,  commercial  and  industrial 
companies  (including  companies  in  a 
development  stage),  investment 
companies,  insurance  companies, 
committees  issuing  certificates  of 
deposit,  bank  holding  companies  and 
banks,  and  natural  persons.  The 
remaining  two  articles  deal  with  the 
form  and  content  of  statements  of 
shareholders’  equity  and  source  and 
application  of  funds  and  with  the 
supplemental  schedules. 

Private  Sector  Initiatives 

As  previously  mentioned,  S-X  was 
conceived  at  a  time  when  GAAP  was 
perceived  to  be  less  than  a  complete 
guide  for  financial  accounting  and 
reporting.  However,  since  the  initiation 
of  S-X,  the  private  sector  through 
various  organized  bodies — the 
Accounting  Principles  Board  (“APB”), 
other  units  of  the  AICPA  and,  most 
recently,  the  Financial  Accounting 
Standards  Board  (“FASB”) — has 
demonstrated  an  appropriate  initiative 
in  establishing  and  improving 
accounting  standards,  lliis  initiative  is 
supported  by  ASR  No.  150,  in  which  the 
Commission  stated  that  financial 
statements  which  conform  to  standards 
set  by  the  FASB  will  be  presumed  to 
have  substantial  authoritative  support. 
Additionally,  in  its  1978  and  1979 
"Report  to  Congress  on  the  Accounting 
Profession  and  the  Commission’s 
Oversight  Role,”  the  Commission 
incficated  that  it  continues  to  believe 
tiiat  the  initiative  for  establishing  and 
improving  accounting  standards  should 
remain  in  the  private  sector,  subject  to 
Commission  oversight. 


The  advances  being  made  by  the 
FASB  toward  improved  financial 
accounting  and  reporting  are  evident  in 
documents  such  as  Statements  of 
Financial  Accounting  Standards 
(“SFAS”)  Nos.  12, 14  and  33,  addressing 
marketable  securities,  segments  of  a 
business,  and  the  effects  of  changing 
prices,  respectively.  Further,  the  FASB 
has  also  initiated  a  Conceptual 
Framework  Project  which  is  anticipated 
to  “establish  the  objectives  and 
concepts ...  [to  be]  used  in  developing 
standards  of  financial  accounting  and 
reporting.”  ’  This  endeavor  includes 
projects  such  as  “Reporting  Earnings,” 
“Funds  Flow  and  Liquidity,”  “Elements 
of  Financial  Statements  of  Business 
Enterprises,”  “Accounting  Recognition 
Criteria,”  and  “Financial  Statements/ 
Financial  Reporting.”  The  Commission 
continues  to  support  the  efforts  of  the 
FASB  in  developing  a  conceptual 
ft’amework. 

Need  for  Revision 

Similarly,  the  Advisory  Committee  on 
Corporate  Disclosure  ’  supported  private 
sector  standard  setting  in  its  report  to 
the  Commission,  issued  in  November 
^  1977,  in  which  it  recommended  among 
other  things,  that: 

A  continuing  goal  of  the  Commission 
should  be  the  elimination  of  rules  of 
general  applicability  which  cause 
differences  between  financial 
statements  prepared  in  accordance  with 
Regulation  S-X  and  those  prepared  in 
accordance  with  GAAP.  When  the 
Commission  requires  an  extension  of 
disclosures  beyond  those  required  by 
GAAP  because  of  an  emerging  problem, 
the  reasons  for  the  extension  and  the 
underlying  accounting  issues  involved 
should  be  stated.  The  Commission 
should  then  ask  the  FASB  to  consider 
the  issue.  .  .  .  the  Commission  should 
undertake  the  following: 

1.  Eliminate  all  financial  statement 
disclosures  required  by  Regulation  S-X 
which  duplicate  those  required  in 
financial  statements  prepared  in 
accordance  with  codified  GAAP. 

2.  Critically  review  all  disclosures  of 
general  applicability  which  are 
supplementary  to  those  required  by 
GAAP  with  the  objective  of  eliminating 
disclosures  which  may  not  be  necessary 
to  users  in  making  investment  decisions. 

In  recent  years,  the  Commission  has 
pursued  a  policy  of  integration  of 


‘  “Statement  of  Financial  Accounting  Concepts 
No.  1,  Objectives  of  Financial  Reporting  by  Business 
Enterprises,”  issued  in  November  1978,  is  the  first  in 
a  series  of  concept  statements.  , 

*  An  ad  hoc  committee  established  by  the 
Securities  and  Exchange  Commission  for  the 
purpose  of  assessing  the  adequacy  of  the  corporate 
disclosure  system. 


5944  Federal  Register  /  Voi.  45.  No.  17  /  Thursday,  January  24.  1980  /  Proposed  Rules 


registration  and  reporting  requirements 
under  the  Securities  Act  of  1933  and 
Securities  Exchange  Act  of  1934.  The 
Commission  believes  integration  of  the 
requirements  of  these  two  Acts  not  only 
benefits  registrants  but  also  offers  a 
more  coherent  reporting  structure.  In 
this  connection,  Ae  Commission  has 
recently  undertaken  the  task  of 
reexamining  the  present  reporting  and 
disclosures  system  focusing  piindpally 
on  the  form,  content  and  use  of  Fonn  10- 
K.  This  reexamination  process  has 
resulted  in  four  separate  but  related 
projects.  In  addition  to  this  project  the 
other  three  endeavors  are:  (1)  a  project 
directed  toward  identification  and 
deletion  of  duplicative  and  outmoded 
requirements  of  the  present  Form  10-IC 
and  a  reassessment  of  the  present 
management’s  discussion  and  analysis 
included  in  Form  10-K  as  well  as  in 
other  registration  and  reporting  forms; 

(2)  a  project  to  consider  the  feasibility  of 
establishing  uniform  financial  statement 
instructions  applicable  to  most 
registration  and  reporting  forms  and  to 
annual  reports  to  security  holders;  and 

(3)  a  project  to  introduce  a  new 
streamlined  disclosure  form.  Form  S-15, 
for  die  registration  of  securities  issued 
in  certain  merger  and  reorganization 
transactions.* 

The  most  recent  comprehensive 
revision  of  S-X  was  in  1972,  which  was 
prior  to  the  last  seven  opinions  issued 
by  the  APB  and  the  establishment  of  the 
FASB.  During  the  ensuing  seven  year 
period,  the  authoritative  accounting 
literature  has  expanded  dramatically 
and  many  of  the  requirements  of  S-X 
are  now  outdated.  Accordingly,  this 
proposed  revision  has  been  undertaken 
to: 

1.  Eliminate  rules  which  are  presendy 
duplicative  of  GAAP; 

2.  Effect  changes  to  recognize 
predominant  current  practice  and 
changes  in  circumstances; 

3.  crarify  and  modify  requirements 
which  are  presendy  subject  to  differing 
interpretations;  and 

4.  Expand  certain  requirements  to 
improve  financial  reporting. 

These  proposed  changes  have  been 
structured  in  a  manner  to  facilitate  the 
integration  of  the  Securities  Act  of  1933 
and  the  Securities  Exchange  Act  of  1934 
by  attaining  greater  uniformity  between 
financial  statements  included  in  annual 
reports  to  shareholders  and  those 
prepared  in  accordance  with  S-X. 

Uniformity 

Certain  of  the  disclosure  requirements 
of  S-X  presendy  exceed  those  of  GAAP. 


’Refer  to  Securities  Act  Release  Nos.  33-6176, 33- 
6179,  and  33-6177,  respectively. 


Consequendy,  the  content  of  the 
financial  statements  filed  with  the 
Commission  frequendy  is  somewhat 
different  fitim  that  included  in  annual 
reports  to  shareholders.  As  mentioned 
previously,  these  proposed  changes 
have  been  structured  in  a  manner  to 
facilitate  the  integration  of  the  Securities 
Act  of  1933  and  the  Securities  Exchange 
Act  of  1934  by  attaining  greater 
uniformity  between  financial  statements 
included  in  annual  reports  to 
shareholders  and  those  prepared  in 
accordance  with  S-X.  Therefore,  this 
release  addresses  whether  the 
disclosure  requirements  of  S-X  are  of 
such  significance  and  relevance  that 
they  should  be  required  uniformly  or, 
alternatively,  that  they  do  not  have 
sufficient  disclosure  value  to  be 
retained. 

S-X  presendy  requires  information 
which  can  be  grouped  into  three  distinct 
classes;  namely,  (ij  disclosures  which 
are  important  to  all  users  of  financial 
statements,  (ii)  disclosures  which  are 
important  to  a  more  limited, 
sophisticated  group  of  users,  and  (iii) 
disclosures  wUch  have  become  of  lesser 
value  to  any  users  or  which  duplicate 
GAAP.  The  Commission  is  proposing  the 
following  respective  disposition  in  its 
rules  of  the  requirements  falling  into 
these  classifications:  (i)  required  in  all 
annual  reports  filed  with  the 
Commission  or  furnished  to  security 
holders:  (ii)  required  in  all  annual 
reports  filed  with  the  Commission,  but 
included  in  supplemental  schedules;  and 
(iii)  not  required  at  all. 

Uniformity  in  the  content  of  financial 
statements  is  a  desirable  objective 
which  should  result  in  decreased  cost  to 
preparers  and  increased  imderstanding 
of  users.  The  Commission  believes  that 
annual  reports  to  shareholders  should 
not  be  overburdened  with  information 
which,  although  important  to  meaningful 
analysis,  is  of  little  interest  to  the 
majority  of  users.  A  logical  and 
accessible  place  for  such  supplemental 
information  is  the  annual  report  on  Form 
10-K  filed  with  the  Commission.  This 
analytical  data  would  be  included 
outside  the  primary  financial 
statements;  that  is,  in  the  supplemental 
schedules.  By  including  the  iiiformation 
in  the  Form  10-K  schediiles,  it  is 
available  to  those  who  require  or  desire 
such  detail,  and  the  cost  of 
dissemination  is  reduced. 

Accordingly,  all  disclosure 
requirements  to  be  retained  in  present 
Articles  3  and  5  of  S-X,  other  than  the 
supplemental  schedules,  are  proposed  to 
be  included  in  the  annual  reports  to 
shareholders  required  by  Ride  l'4a-3  of 
the  Commission’s  proxy  rules.  The 


following  are  examples  of  items,  which 
are  not  currently  specifically  required  to 
be  disclosed  under  GAAP  although  they 
often  are  presented  in  annual  reports  to 
shareholders,  which  woidd  require 
disclosure: 

(1)  Restrictions  on  the  payment  of 
diiddends. 

(2)  Types  and  amounts  of  income-tax 
timi^  differences,  and  a  reconciliation 
of  reported  income  and  the  provision  for 
income  taxes  to  taxable  income  and  the 
income  tax  shown  on  tax  returns. 

(3)  Warrants  and  rights. 

(4)  Disagreements  i^th  accountants. 

(5)  Separate  presentation  of  and 
disclosures  regarding  redeemable 
preferred  stock. 

(6)  Excess  of  replacement  or  current 
cost  over  the  stated  LIFO  value  of 
inventories. 

(7)  Weighted  average  interest  rates  on 
short  term  debt,  maximum  and  average 
amounts  outstanding,  and  unused  lines 
of  credit 

(8)  Five  year  maturities  of  long-term 
debt 

(9)  Related  party  transactions. 

(10)  Information  regarding  proved  oil 
and  gas  reserves. 

(11)  Earnings  applicable  to  common 
stock. 

(12)  Supplementary  income  statement 
information. 

Certain  other  financial  information  is 
considered  to  be  of  significant 
importance  to  a  limited  number  of  users, 
as  discussed  above.  Since  these  users 
(fi^quently  analysts,  investment 
advisers,  etc.)  are  intermediaries  for 
individuals  who  might  otherwise  be 
primary  users,  the  needs  of  these  users 
are  also  important.  However,  since  this 
group  is  limited  in  size,  it  is  not 
considered  appropriate  to  require  this 
information  in  annual  reports  to 
shareholders.  It  is  proposed  that  such 
information  only  be  required  in  the 
supplemental  s^edules  to  the 
Commission’s  forms  thus  making  it 
accessible  while  at  the  same  time 
holding  costs  to  a  minimum. 

The  following  are  examples  of  items 
which  would  be  included  in  the 
schedules  to  the  financial  statements: 

(1)  Detailed  information  regarding 
marketable  seciuities. 

(2)  Details  of  certain  borrowings  by 
related  parties  and  others,  including 
employees. 

(3)  Investments  in  and  amounts  due  to 
or  £ram  affiliates. 

(4)  Components  of  property,  plant  and 
equipment  (assets  and  accumulated 
depreciation,  depletion  or  amortization) 
including  additions  and  deletions  by 
depreciation  method,  major 
classifications  or  other  homogenous 
groups,  as  appropriate. 
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(5)  Details  of  valuation  accounts. 
Supplemental  Information 

As  mentioned  previously  the  FASB  is 
currently  woridng  on  a  project  which  is 
expected  to  identify  operational  criteria 
for  use  in  determining  the  information  to 
be  disclosed  inside  or  outside  financial 
statements.  Although  this  project  is  in 
its  early  stages,  one  attribute  which  may 
be  associated  with  the  distinction 
between  financial  statements  and  the 
broader  issue  of  financial  reporting  is 
the  level  of  auditor  association. 

Based  upon  the  premise  that 
information  contained  within  the 
financial  statements  should  be  audited, 
the  proposed  rules  would  remove  from 
S-X  the  requirement  relating  to 
imaudited  information  concerning 
selected  quarterly  financial  data  and 
place  this  requirement  under  Regulation 

s-a* 

***** 

The  next  four  sections  discuss  the 
proposed  changes  in  the  content  of  S-X. 

Duplication  of  GAAP 

The  primary  objective  of  this  revision 
of  S-X  involves  those  requirements 
which  are  presently  a  direct  or  indirect 
duplication  of  GAAP.  Consistent  with 
the  conclusions  of  the  Advisory 
Committee,  the  Commission  believes 
that  S-X  should  provide  a  format  outline 
for  the  preparation  of  financial 
statements. 

A  detailed  discussion  of  those  rules 
proposed  to  be  eliminated  because  they 
duplicate  GAAP  is  included  in  Section  II 
of  this  proposal. 

Predominant  Current  Practice  and 
Changes  in  Circumstances 

The  significance  of  certain  mandated 
disclosures  may  fade  with  the  passage 
of  time  and  changes  in  circumstances. 
Additionally,  requirements  included  in 
rules  other  than  GAAP  may  eliminate 
the  need  for  a  requirement.  An  example 
of  this  in  Rule  3-16(n)  with  regard  to 
stock  option  disclosures.  The  stock 
option  information  presently  requires  by 
S-X  is  very  detailed.  The  rule  was 
adopted  in  1953  and  since  that  time  the 
APB,  New  York  Stock  Exchange, 
American  Stock  Exchange,  and  the 
Commission  (management 
remimeration)  have  adopted  rules  that 
address  this  topic.  The  incremental 
disclosure  value  of  the  information 
required  by  S-X  on  stock  options  has 
become  minimal.  Therefore,  this 


*Tliis  proposed  change  does  not  pertain  to 
prosent  rule  2104-18  concerning  diKlosures  of 
certain  oil  and  gas  reserve  infonnation  for  which 
the  audit  requirement  has  been  postponed  for  one 
year. 


requirement  is  being  proposed  for 
elimination  from  S-X. 

Clarification  and  Modification  of  Rules 

A  comprehensive  revision  of  S-X 
provides  the  oportunity  to  clarify, 
modify  and  condense  rules.  The  changes 
that  are  being  proposed  in  this  area  are 
minor  and  involve  such  items  as 
relocating  and  combining  related  rules, 
and  making  cosmetic  changes  to 
improve  consistency.  These  proposed 
modifications  are  designed  to  simplify 
S-X  and  make  it  more  understandable. 

Expansion  of  Requirements 

The  Commission  believes  that  there 
are  certain  disclosure  areas  that  should 
be  expanded  beyond  the  present 
requirements  of  GAAP  because  of  the 
informational  value  of  the  additional 
disclosures.  Tbe  three  principal  items 
being  proposed  involve  property,  plant 
and  equipment,  income  taxes  and 
related  party  transactions. 

Property,  Plant  and  Equipment 

Presently,  with  regard  to  property, 
plant  and  equipment,  GAAP  requires 
that  enterprises  disclose: 

(1)  Depreciation  method. 

(2)  Asset  balances  by  major  class. 

(3)  Asset  additions  in  the  aggregate. 

(4)  Accumulated  depreciation  in  the 
aggregate. 

(5)  Depreciation  expense  in  the 
aggregate. 

In  addition,  S-X  requires  disclosures 
of:» 

(1)  Method  of  valuation. 

(2)  Treatment  of  maintenance,  repairs, 
renewals,  and  betterments. 

(3)  Method  of  adjusting  accumulated 
depreciation  at  retirement  or  disposal 
including  treatment  of  gain  or  loss. 

(4)  Depreciation  rates  by  major  class. 

(5)  Asset  additions  by  major  class. 

(6)  Asset  deletions  and  other  changes 
by  major  class  and  in  the  aggregate. 

(7)  Accumulated  depreciation  by 
major  class. 

(8)  Depreciation  expense  by  major 
class. 

(9)  Changes  in  accumulated 
depreciation  from  other  than 
depreciation  expense  by  major  class 
and  in  the  aggregate. 

Although  the  data  required  is  quite 
extensive,  it  frequently  falls  short  of 
fulfilling  the  objectives  of  financial 
reporting  set  forth  by  the  FASB  in 
Concepts  Statement  No.  1.”  There  are 


*  Certain  information  is  not  required  based  on 
percentage  calculations:  these  calculations 
primarily  relate  to  Schedules  V  and  VI.  and  Rules 
12-Oe  and  12-07. 

'"Financial  reporting  should  provide  information 
that  is  oseful  to  present  and  potential  investors  and 
creditors  and  other  users  in  making  rational 


several  reasons  for  this  deficiency.  First, 
companies  use  different  methods  of 
depreciation  (e.g.  straight  line,  double 
declining  balance  or  sum  of  the  years 
digits)  without  identifying  the  classes  of 
property,  or  the  amounts  of  depreciation 
computi^,  using  each  method.  Second, 
the  classes  of  assets  are  often  quite 
broad  with  regard  to  type  of  asset  and 
depreciable  life,  especially  for 
registrants  with  diversified  business 
interests.  For  example,  items  classified 
as  buildings  may  include  one-level 
prefabricated  structures  with  an 
estimated  useful  life  of  10  years,  and 
multi-floor  steel  and  concrete  structures 
with  an  estimated  usefril  life  of  50  years. 
In  the  area  of  equipment,  heavy 
industrial  equipment  with  a  life  of  20 
years  may  be  combined  with  high 
technology  equipment  such  as 
computers,  whose  estimated  useful  life 
may  not  exceed  5  years.  Third,  much  of 
the  disclosure  with  regard  to  property, 
plant  and  equipment  has  become  very 
general,  res^ting  in  loss  of 
informational  value.  Fourth,  policy 
disclosures  with  regard  to  asset  lives 
and  treatment  of  maintenance,  repairs, 
renewals  and  betterments  have  been 
substantially  ineffective. 

Accordingly,  the  Commission  is 
proposing  rules  which  it  believes  will 
improve  the  quality  of  the  information 
being  presented.  Ihese  proposed  rules 
will  conform  the  required  financial 
statement  disclosures  for  property,  plant 
and  equipment  in  S-X  with  GAAP,  with 
any  additional  disclosures  being 
included  in  the  supplemental  schedules. 
The  proposed  rules  for  the  supplemental 
schedules  would  require  disclosure  of: 

(1)  Assets  classified  by  depreciation, 
depletion  or  amortization  method  and 
thereunder  by  major  classification. 

(2)  Fully  depreciated,  depleted  or 
amortized  assets  which  are  still  in  use. 

(3)  By  classification,  the  rate  used  in 
computing  depreciation,  depletion  or 
amortization,  and  if  more  than  one  rate 
is  used,  the  range  and  weighted  average 
rate. 

(4)  Any  asset  or  group  of 
homogeneous  assets  (sudi  as, 
computers,  equipment  used  in  a  specific 
manufacturing  process,  warehouses,  and 
office  buildings)  which  comprises  25 
percent  or  more  of  a  major  class  of 
property,  plant  and  equipment  and  the 
depreciation,  depletion  or  amortization 
rate.  Hiis  requirement,  however,  does 
not  apply  if  the  asset  or  group  of 
homogeneous  assets  constitutes  less 
than  five  percent  of  total  assets. 


investment,  credit,  and  similar  decisions . . .  [it] 
should  provide  information  to  help  investors, 
croditors,  and  others  assess  the  amonnts,  timing, 
and  uncertainty  of  prospective  net  cash  flows  to  the 
related  enterprise.”  para.  34  and  37. 
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The  disclosures  which  are  being 
proposed  are  more  detailed  than  the 
previous  requirements.  However,  the 
Commission  believes  that  property, 
plant  and  equipment  is  of  such 
significance  to  most  enterprises  that  this 
information  should  be  available  to 
sophisticated  users  to  assist  in  making 
informed  investment  decisions. 
Accordingly,  the  proposed  rules  would 
require  this  information  from  registrants 
where  such  amounts  are  significant  in 
relation  to  the  size  of  the  enterprise. 

Income  Taxes 

In  1973  the  Commission  issued  ASR 
No.  149  which  adopted  rules  for 
improved  disclosure  of  income  tax 
expense.  The  requirements  of  that 
release  include  disclosure  of  the 
components  of  income  tax  expense,  the 
reasons  for  timing  differences  between 
book  and  tax  reporting  resulting  in 
deferred  income  taxes,  and  a 
reconciliation  between  the  effective 
income  tax  rate  indicated  by  the  income 
statement  and  the  statutory  Federal 
income  tax  rate.  These  requirements 
have  had  a  positive  impact  in  enabling 
users  of  financial  statements  to  better 
understand  the  basis  for  the  registrant’s 
tax  accounting,  including  the  degree  to 
which,  and  the  reasons  why,  the  level  of 
income  tax  expense  incurred  differs 
from  the  statutory  rate.  However,  after 
observing  the  disclosures  made  by 
registrants  under  this  rule,  the 
Commission  believes  that  certain 
refinements  are  appropriate  in  order  to 
make  the  disclosure  more 
comprehensive  and  understandable.  In 
discussing  these  proposals,  it  is 
worthwhile  to  identify  the  missing 
information  and  the  shortfalls  of  die 
present  rule. 

First,  the  present  rule  requires  a 
reconciliation  of  a  hypothetical  amoimt 
(taxes  derived  by  multiplying  pretax 
book  income  by  the  Federal  statutory 
rats,  which  is  almost  never  comparable 
to  the  calculation  that  an  enterprise 
makes  in  computing  its  taxes)  to  actual 
reported  income  tax  expense,  often  in 
percentage  terms  only.  Further,  this 
reconciliation  uses  the  accounting 
income  tax  provision  which  includes 
both  domestic  and  foreign  income  tax 
expense,  and  although  this  analysis  can 
be  informative,  it  is  frequently 
confusing. 

Second  the  required  information 
regarding  foreign  income  taxes  is 
frequently  insi^cient  for  a  thorough 
understanding  of  a  company’s  current 
tax  position.  Although  the  amount  of 
foreign  income  tax  expense  is  presented, 
the  amount  of  income  related  to  that 
expense  and  the  accompanying  effective 
income  tax  rate  are  usually  not 


disclosed.  The  Commission  believes  that 
information  concerning  foreign  income 
and  related  taxes  are  of  importance  to 
investors. 

Additionally,  the  available 
information  related  to  items  of 
permanent  and  timing  differences 
between  book  income  and  tax  income 
are  frequently  not  presented  in  a 
comprehensible  manner.  These 
differences  can  significantly  affect  the 
amount  of  taxes  payable  currently  or 
postponed  to  the  futme  and, 
accordingly,  affect  the  cash  flow  of  an 
enterprise.  Utilization  of  the 
comprehensive  allocation  method,^  as 
required  by  APB  Opinion  No.  11, 
"Accounting  for  Income  Taxes,’’  makes 
it  important  that  users  understand  both 
the  components  of  the  income  tax 
provision  and  the  related  income 
amounts.  Accordingly,  information 
about  items  which  create  differences 
between  book  and  tax  income  is 
important. 

The  proposed  rule  would  require 
registrants  to  reconcile  pretax  income 
and  income  tax  expense  for  both  their 
Federal  and  foreign  components,  as 
reported  in  their  financial  statements,  to 
Federal  (foreign)  taxable  income  and 
related  income  taxes  anticipated  to  be 
reported  on  the  registrant’s  Federal 
(foreign)  income  tax  return.  A  summary 
of  the  actual  tax  computation  showing 
amounts  taxed  at  various  rates, 
statutory,  capital  gains,  etc.,  and  the 
effect  of  offsetting  credits,  would  be 
required.  This  reconciliation  will 
provide  the  information  discussed  above 
in  a  more  comprehensive,  coherent  and 
understandable  manner.  The 
Commission  believes  that  this  proposal 
should  not  have  a  significant  cost 
burden  since  the  information  which 
would  be  required  is  already  available 
because  registrants  need  such 
information  to  calculate  their  current 
and  deferred  income  tax  provisions  for 
piirposes  of  financial  reporting. 

file  following  example  of  the 
reconciliation  proposed  to  to  be  required 
is  provided  to  assist  in  appraising  the 
proposal. 

Assumptions 

The  following  facts  apply  to  a 
hypothetical  business  corporation: 

(1)  Book  income  before  tax — 

$2,000,000,  comprised  of  the  following: 

Federal— $1,000,000 

Foreign — $1,000,000 

(2)  Currently  taxable  income  is 
computed  as  follows: 


*  Comprehensive  allocation  is  a  concept  which 
requires  allocation  of  taxes  to  all  timing  differences 
in  determining  the  income  tax  expense  for  the 
period. 


FedenJ  Foreign 


Book  kiconw . . . 

Less: 

Tax  exempt  income _ _ _ 

State  A  local  taxes . . 

Timing  cKfferences: 

Accelerated  depreciation . 

Deferred  compensation _ _ 


SI  .000.000  SI  .000.000 

100,000  _ 

50.000  _ _ 

250,000  500.000 

50.000  10.000 

5,000  . . . 


Taxable  income _  S545,000*  S490.000 

*S100,000  of  this  amount  is  a  result  of  capital  gains. 

(3)  Reported  income  tax  expense — 
$845,000,  comprised  of  the  following: 

Federal  State  and  Foreign 
local 


Current .  SI 55.000  SSO.OOO  S245.000 

Deferred .  140.000  _  255,000 


(4)  Available  U.S.  investment  tax 
credits  amount  to  $80,000.  The  entire 
amotmt  can  be  utilized  in  the  current 
year  and  the  flow  through  method  is 
used. 

(5)  Federal  income  tax  rate  is  46%  on 
ordinary  income  and  30%  on  capital 
gains,  liie  foreign  income  tax  rate  is  50% 
on  all  taxable  income. 


Proposod  Reconciliation 


Income 


Income 

tax 

expense 

.  S2.000.000 

S845.000 

Less: 

Foreign .  1.000,000  500.000 

Permanent  differerx^s ... _ _ 


Tax  exempt  incoma.....»......„.»...  100,000  ....„ . «... 

State  and  local  taxes . . .  50,000  50,000 


Subtotal .  850.000  295.000 


Less: 

Timing  differences: 

Accelerated  depreciation . 

Deferred  compensation _ 

Other . . . . . 

250,000 

50,000 

5.000 

115,000 

23.000 

2,000 

305,000 

140,000 

Per  Federal  tax  return . 

545,000 

155,000 

Federal  currently  taxable  income: 

At  statutory  rata  (46%) . 

At  capital  gains  rate  (30%) . . 

Less: 

445.000 

100,000 

205,000 

30,000 

80,000 

Estimated  to  be  reported  on 
Federal  income  tax  return . . 

S545.000 

SI  55.000 

Components  of  Foreign: 

Per  Books. . 

SI  .000.000 

S500.000 

Less: 

Timirtg  differences: 

Accelerated  depreciation . 

Other . 

500,000 

10,000 

250,000 

5,000 

510,000 

255,000 

Per  foreign  tax  retum(s) . 

S490.000 

S245.000 

Related  Party  Transactions 

In  1975  the  Auditing  Standards 
Executive  Committee  of  the  American 
Institute  of  Certified  Public  Accountants 
issued  Statement  on  Auditing  Standards 
No.  6  C’SAS  No.  6’’),  "Related  Party 
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Transactions,"  which  "provides 
guidance  on  procedures  that  should  be 
considered  by  the  auditor  when  he  is 
performing  an  examination  of  financial 
statements  in  accordance  with  generally 
accepted  auditing  standards  to  identify 
related  party  transactions  and  to  satisfy 
himself  as  to  the  substance  of  and 
accounting  for  such  transactions, 
including  financial  statement 
disclosure." 

The  current  accounting  literature 
refers  to  certain  types  of  transactions 
between  related  parties  in  SFAS  Nos.  13 
and  14,  “Accounting  for  Leases”  and 
"Financial  Reporting  for  Segments  of  a 
Business  Enterprise,"  respectively; 
however.  GAAP  does  not  include  any 
general  accoimting  or  reporting  ^ 
guidelines  for  these  types  of 
transactions.  As  a  result,  the 
Commission  believes  that  it  would  be 
beneficial  to  integrate  the  disclosure 
requirements  of  SAS  No.  6  into  S-X  and 
therefore  these  requirements  are  being 
proposed  for  inclusion  in  S-X.  The 
definition  of  a  related  party  (as  set  forth 
in  SAS  No.  6)  is  proposed  to  be  included 
in  the  definition  section  of  Article  1.  It 
should  be  pointed  out  that  the  term 
"principal  owner"  as  used  in  this 
definition  looks  only  to  the  voting 
interest  of  the  registrant,  whereas  the 
present  S-X  definition  of  “principal 
holder”  looks  to  any  class  of  equity 
seciuity.  While  this  difference  in  terms 
would  appear  to  unduly  limit  the  . 
persons  covered  by  the  related  party 
rule,  such  is  not  the  case  since  the 
related  party  definition  also^  covers  a 
person  who  can  exercise  si^ficant 
influence. 

n.  Discussion  of  Proposed  Changes  to 
the  Rules 

Article  3.  Rules  of  General  Application 

In  a  concurrent  release,  the 
Commission  is  proposing  to  establish 
uniform  financial  statement  instructions 
for  most  registration  and  reporting  forms 
and  annual  reports  to  shareholders.  To 
achieve  a  logical  sequence,  these 
instructions  are  proposed;  to  be  included 
in  a  new  Article  3  in  addition  to  the 
requirements  for  consolidated  financial 
statements,  presently  Article  4,  which 
are  proposed  to  be  moved  without 
amendment.  The  rules  addressing 
general  application,  present  Article  3, 
are  proposed  to  be  relocated  to  Article 

4.  Other  changes  are  being  proposed  to 
the  rules  of  general  application  and  are 
discussed  in  the  paragraphs  which 
follow. 

Article  3  is  the  section  of  S-X  which 
now  contains  rules  on  the  general 
content  of  financial  statements  for  all 
registrants.  The  specific  rules  applicable 


to  companies  in  certain  specialized 
industries  are  contained  in  successive 
articles  of  the  Regulation  and  such  rules 
include  both  general  and  specific 
references  to  the  rules  in  Article  3.  As 
discussed  above,  significant  changes  are 
being  proposed  concerning  the 
individual  rules  contained  in  Article  3. 
The  following  is  a  discussion  of  the 
proposed  changes  according  to  the  type 
(four  categories  identified  previously]  of 
change.  Ilie  tabular  guide  preceding  the 
revised  rules  provides  a  summary  of  the 
changes  which  are  being  proposed. 

Certain  changes  are  being  proposed  to 
delete  rules  in  Article  3  which  duplicate 
requirements  of  GAAP.  Some  of  the 
rules  being  proposed  for  deletion  were 
included  in  S-X  prior  to  the  time  GAAP 
contained  a  specific  requirement  for 
such  disclosure.  The  present  rules  in 
Article  3  which  are  proposed  for 
deletion  (or  partial  deletion)  since  such 
requirement  is  also  included  in  GAAP 
are  as  follows  (designated  by  the 
present  rule  munbers): 

1.  Rule  3-07— Changes  in  accounting 
principles  and  practices  and  retroactive 
adjustment  of  accounts.  Such 
requirements  are  contained  in  APB 
Opinion  Nos.  9,  "Reporting  the  Results 
of  Operations,”  and  20,  “Accounting 
Changes.”  and  SFAS  No.  16,  “Prior 
Period  Adjustments.” 

2.  Rule  3-08 — Summary  of  accounting 
principles  and  practices.  Currently, 
disclosure  of  accounting  principles  and 
practices  is  required  by  APB  Opinion 
No.  22,  “Disclosure  of  Accounting 
Policies." 

3.  Rule  3-11— Current  assets  and  Rule 
3-12 — Current  liabilities.  Definitions  of 
these  terms  are  contained  in  ARB  No. 

43,  Chapter  3,  “Working  Capital." 
Additionally,  the  use  of  an  operating 
cycle  in  excess  of  one  year  is  also 
provided  for  otherein  and  the 
requirement  to  disclose  such  is 
contained  in  APB  Opinion  No.  22. 
“Disclosure  of  Accounting  Policies." 
Other  disclosures  required  by  Rules  3-11 
and  3-12  are  proposed  to  be  combined 
into  one  rule. 

4.  Rule  3-16(b) — Principles  of 
translation  of  items  in  foreign 
currencies.  SFAS  No.  8,  “Accoimting  for 
the  Translation  of  Foreign  Currency 
Transactions  and  Foreign  Currency 
Financial  Statements."  now  prescribes 
the  accounting  and  reporting 
requirements  for  the  translation  of 
foreign  currencies. 

5.  Rule  3-16(d) — Intercompany  profits 
and  losses.  ARB  No.  51.  “Consolidated 
Financial  Statements.”  and  APB  Opinion 
No.  18,  “The  Equity  Method  of 
Accounting  for  Investments  in  Common 
Stock,"  require  that  intercompany 
profits  and  losses  be  eliminated  with 


respect  to  consolidated  subsidiaries  and 
equity  investees.  Disclosure  of  profits  or 
losses  not  eliminated  with  respect  to 
related  parties,  as  well  as  affiliates,  is  a 
requirement  of  proposed  Rule  4-11(1). 

6.  Rule  3-16(e) — Defaults.  The  portion 
of  this  rule  dealing  with  the 
classification  of  an  obligation  to  which  a 
default  or  breach  relates  is  proposed  to 
be  deleted  since  ARB  No.  43,  Chapter  3, 
“Working  Capital,"  defines  the  term 
“current  liabilities.”  There  does  not 
appear  to  be  a  sufficient  reason  to  retain 
the  second  and  third  sentences  of  this 
rule  since  the  current  practice  is  to  look 
to  the  terms  of  the  agreement  to 
determine  the  proper  classification  in 
the  particular  circumstances.  However, 
commentators  are  specifically  requested 
to  comment  on  whether  these  two 
sentences  do  serve  a  clarifying  purpose 
and  should  appropriately  be  retained. 

7.  Rule  3-16(f) — Preferred  shares.  The 
requirement  to  disclose  the  dividend 
rates,  participation  rights,  call  prices 
and  dates,  conversion  terms  and  voting 
rights  of  securities  outstanding  is 
contained  in  APB  Opinion  No.  15, 
“Earnings  per  Share.”  Disclosure  of 
arrearages  of  cumulative  dividends  is 
required  by  APB  Opinion  No.  9, 
“Reporting  the  Results  of  Operations.” 
APB  Opinion  No.  10,  “Omnibus 
Opinion-1966,"  requires  disclosure  of 
the  liquidation  prefyrence  of  stocks; 
however,  such  disclosure  is  not  required 
on  the  face  of  the  balance  sheet.  Thus, 
this  portion  of  the  present  rule  is 
retained  since  the  Commission  believes 
this  disclosure  is  of  sufficient 
importance  to  be  required  on  the  face  of 
the  statement  The  requirement  to 
disclose  any  restriction  upon  retained 
earnings  that  arises  from  the  fact  that 
upon  involimtary  liquidation  the 
aggregate  preferences  of  preferred 
shares  exceeds  the  par  or  stated  value  is 
also  retained  since  there  is  no  such 
requirement  currently  included  in 
GAAP. 

8.  Rule  5-16(g) — Pension  and 
retirement  plans.  This  rule  duplicates 
present  GAAP  requirements  except  for 
the  requirement  to  disclose  unfunded 
past  service  costs.  APB  Opinion  No.  8, 
“Accounting  for  the  Cost  of  Pension 
Plans,”  contains  the  present  GAAP 
disclosure  requirements  for  pension 
plans.  An  exposure  draft  entitled 
“Disclosure  of  Pension  and  Other  Post- 
Retirement  Benefit  Information,"  has 
been  issued  by  the  FASB  as  a  proposed 
amendment  to  APB  Opinion  No.  8.  This 
proposal  would  require  expanded 
disclosures  about  the  financial  status  of 
pension  plans.  Accordingly,  the  existing 
rule  in  S-X  is  proposed  to  be  deleted  in 
its  entirety  with  the  expectation  that  the 
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FASB  will  adopt  an  acceptable  final 
standard  prior  to  the  Commission’s  final 
action  on  these  proposed  rules. 

9.  Rule  3-16(i) — Commitments  and 
contingent  liabilities.  The  requirement 
to  disdose  commitments  and 
contingencies  is  contained  in  SFAS  No. 
5,  “Accounting  for  Contingencies.’’ 

10.  Rule  3-16(1) — Bases  of  revenue 
recognition.  APB  Opinion  No.  22, 
“Disdosure  of  Accounting  Policies,’’ 
requires  disclosure  of  the  significant 
accounting  policies  followed  by  a 
company,  including  disdosure  of  the 
principles  relating  to  recognition  of 
revenues. 

11.  Rule  3-16(q) — Leased  assets  and 
lease  commitments.  SFAS  No.  13, 
“Accoimting  for  Leases,”  established 
standards  of  financial  accounting  and 
reporting  for  leases.  The  Commission’s 
rule  is  consistent  with  SFAS  No.  13 
requirements,  except  that  it  provides  for 
an  earlier  effective  date  and  for  certain 
disclosures  by  rate-regulated 
enterprises.  The  proposed  revisions  to 
this  rule  simply  eliminate  the  portions  of 
the  rule  which  duplicate  the 
requirements  of  SFAS  No.  13.  The 
accelerated  implementation 
requirements  of  the  rule  make  its 
retention  necessary  since  the  effective 
date  for  retroactive  application  of  SFAS 
No.  13  is  for  years  beginning  after 
December  31, 1980.  The  rule  is  also 
required  because  of  the  "as  if’ 
disclosures  by  rate-regulated 
companies. 

The  second  type  of  proposed  change 
which  is  being  proposed  in  Article  3 
results  from  predominant  current 
practices  and/or  changes  in 
circumstances.  In  some  instances, 
reporting  practices  have  changed  or 
become  better  established;  thus,  the 
significance  of  certain  rules  has 
diminished.  Therefore,  the  following 
rules  are  proposed  for  revision  or 
deletion: 

1.  Rule  3-01(b) — Form,  order,  and 
terminology.  The  rule  presently  specifies 
that  amounts  be  expressed  in  whole 
dollars,  in  thousands  of  dollars  or  in 
hundred  thousands  of  dollars.  A  change 
is  being  proposed  to  specify  that 
amoimts  be  stated  in  whole  dollars  or  in 
multiples  thereof  since  some  of  the 
larger  companies  are  beginning  to 
present  some  disclosures  in  millions  of 
dollars. 

2.  Rule  Omission  of  names  of 

certain  subsidiaries.  In  a  concurrent 
release  the  Commission  proposes  to 
move  to  an  exhibit  the  present  Form  10- 
K  requirement  to  list  all  subsidiaries.  For 
this  reason,  this  rule  seems  unnecesseuy. 

3.  Rule  Additional  information. 

The  first  sentence  of  the  present  rule  is 
proposed  to  be  moved  to  Rule  3-01(a) 


and  is  discussed  below  (imder  the  third 
type  of  proposed  change).  The  second 
sentence  of  this  rule  is  proposed  for 
deletion  since  registrants  are  no  longer 
allowed  to  use  statements  filed  with 
other  governmental  agencies  in  lieu  of 
the  financial  statements  prescribed  by 
S-X. 

4.  Rule  3-16(j) — Bonus,  profit  sharing, 
and  other  similar  plans.  This  disclosure 
is  being  proposed  for  deletion  because  it 
is  not  generally  of  financial  significance. 
If,  in  an  unusual  situation,  this 
information  is  of  significance  to  the 
financial  statements,  disclosure  would 
be  required  by  GAAP.  When  it  affects 
management  remuneration,  this 
disclosure  is  substantially  required 
outside  the  financial  statements  by  Item 
4  of  Relation  S-K. 

5.  Rule  3-16(n)— Cop/to/  stock 
optioned,  sold,  or  offered  for  sale  to 
directors,  officers,  and  key  employees. 
Some  of  the  disclosures  required  by  this 
rule  are  presently  required  by  GAAP 
and  the  remaining  disclosures  appear  to 
be  no  longer  necessary.  This  rule  was 
adopted  in  1953,  a  time  when  uniform 
accoimting  and  disclosure  requirements 
were  much  less  complete.  The 
Commission  considered  it  inappropriate 
to  prescribe  the  amount,  if  any,  to  be 
charged  against  income  representing 
compensation  to  recipients  of  stock 
options  since  at  that  time  there  was  no 
unanimity  of  opinion  on  this  question. 
However,  since  that  time  APB  opinion 
No.  25,  “Accounting  for  Stock  Issued  to 
Employees,”  has  been  issued  on  the 
appropriate  accounting  method  for  stock 
options  issued  to  employees.  That 
opinion  specifies  the  amount  to  be 
included  in  income  statements  and  the 
timing  of  such  charges.  The 
supplemental  disclosures  are  proposed 
for  deletion  because  they  are  not 
generally  of  financial  significance.  If,  in 
an  unusual  situation,  this  information  is 
of  significance  to  the  financial 
statements,  disclosure  would  be 
required  by  GAAP.  When  it  affects 
management  remuneration,  this 
disclosure  is  substantially  required 
outside  the  financial  statements  by  Item 
4  of  Relation  S-K. 

The  mird  type  of  proposed  change  is 
that  made  to  clarify  the  present  rules 
which  may  be  subject  to  various 
interpretations  and/or  to  modify  the 
rules  or  the  location  of  such  rules  to 
enhance  their  simplicity  and  readability. 
The  following  proposed  changes  are  of 
this  type: 

1.  Rule  3-01(a) — Form,  order,  and 
terminology.  "Hie  word  “may”  in  the  first 
sentence  of  this  paragraph  is  proposed 
to  be  changed  to  “should”  in  an  effort  to 
be  more  definitive.  An  additional 
sentence  is  proposed  to  be  added  to  this 


paragraph;  however,  this  is  simply  a 
transfer  of  the  first  sentence  from  Rule 
3-06  and  does  not  represent  a  change  in 
the  present  requirements. 

2.  Rule  3-03 — Inapplicable  captions 
and  omission  of  unrequired  or 
inapplicable  financial  statements.  In 
paragraphs  (a)  and  (b)  of  this  rule  the 
work  “need”  is  proposed  to  be  changed 
to  “should”  in  an  effort  to  be  more 
definitive.  The  wording  of  paragraph  (c) 
is  also  proposed  to  be  revised  to  delete 
the  specification  of  where  the  reason  for 
the  omission  of  a  financial  statement 
must  be  presented. 

3.  Rule  3-09 — Valuation  and 
qualifying  accounts.  An  addition  to  this 
rule  is  being  proposed  to  allow 
valuation  and  qualifying  accounts  to  be 
presented  parenthetically  on  the  face  of 
the  balance  sheet  rather  than  requiring  a 
separate  deduction  from  assets  to  which 
they  apply.  The  Commission  continues 
to  believe  that  disclosure  of  such 
amounts  is  of  sufficient  importance  to  be 
required  on  the  face  of  the  statement. 

4.  Rule  3-14 — Reacquired  shares.  The 
wording  in  this  rule  has  been  revised  to 
conform  to  the  position  taken  in  ASR 
No.  268,  “Presentation  in  FinEuicial 
Statements  of  ‘Redeemable  Preferred 
Stocks.’  ” 

5.  Rule  Discount  on  capital 
shares.  This  rule  has  also  been  revised 
to  conform  to  the  position  taken  in  ASR 
No.  268. 

6.  Rule  3-16(t) — Disclosure  of  selected 
quarterly  financial  date  in  notes  to 
financial  statements.  The  Commission  is 
proposing  to  relocate  the  disclosure 
required  by  this  rule  to  Item  12  of 
Regulation  S-K.  Also  related  Rule  2- 
02(e)  is  proposed  for  deletion.  This 
information  would  no  longer  be  part  of 
the  financial  statements;  however,  the 
Commission  believes  this  information 
should  be  included  in  annual  reports  to 
shareholders,  thus  the  Commission  is 
also  proposing  an  amendment  to  the 
proxy  rules  to  accommodate  this 
change.  The  Commission  continues  to 
believe  that  auditor  association  with 
this  information  is  desirable  and 
therefore  is  proposing  this  rule  change 
with  the  expectation  that  the  existing 
auditor  association  and  review  of  this 
information  will  remain  unchanged  and 
that  appropriate  amendments  to  the 
auditing  literature  will  be  recommended 
and  adopted. 

The  final  type  of  proposed  change  to 
Article  3  is  that  made  to  improve  certain 
financicd  reporting  and  disclosures. 

After  considering  certain  disclosure 
rules  presently  in  effect,  the  Commission 
believes  that  improvements  can  be 
made  to  the  present  requirements.  The 
following  is  a  discussion  of  the  proposed 
changes: 
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1.  Rule  3-13 — Reacquired  evidences  of 
indebtedness.  The  wording  of  this  rule 
has  been  proposed  for  modification 
including  the  addition  of  a  requirement 
to  state  die  purpose  for  which 
reacquired  evidences  of  indebtedness, 
shown  as  an  asset  in  the  balance  sheet, 
were  acquired.  The  presentation  of 
reacquired  evidences  of  indebtedness  as 
an  asset  is  rare  in  practice;  however,  in 
such  cases,  complete  explanations 
should  be  provided. 

2.  Rule  General  notes  to 
financial  statements.  The  introductory 
paragraph  to  this  rule  is  being  proposed 
to  be  expanded  to  require  appropriate 
note  references  on  the  face  of  the 
financial  statements  for  disclosures 
contained  in  footnotes.  The  current  rule 
requires  note  references  for  only  the 
disclosures  specifically  required  by  Rule 
3-16;  however,  the  proposed  rule  would 
also  apply  to  disclosures  required  by 
GAAP. 

3.  Rule  3-16(h) — Restrictions  which 
limit  the  availability  of  retained 
earnings  for  dividend  purposes.  This 
rule  is  being  proposed  to  be  expanded  to 
include  a  specific  requirement  to 
disclose  any  restriction  on  the  payment 
of  dividends  including,  (i)  restrictions 
dependent  on  the  achievement  of  certain 
levels  of  net  income  and  (ii)  payments 
by  a  subsidiary  to  its  parent.  The 
Commission  believes  that  the  current 
rule  requires  these  disclosures;  however, 
contrary  positions  have  been  argued. 

The  expansion  of  this  rule  will  clarify 
the  Commission’s  intended 
requirements. 

4.  Rule  3-ld{m}— Depreciation, 
depletion,  obsolescence  and 
amortization.  This  specific  rule  is 
proposed  for  deletion;  however,  certain 
of  the  present  requirements,  as  well  as 
certain  disclosm*e  requirements  from 
Article  5,  have  been  combined  and 
included  in  a  proposed  schedule.  The 
specifics  of  the  proposed  requirements 
are  discussed  below  in  connection  with 
the  schedule  revisions.  The  requirement 
to  disclose  the  accounting  treatment  for 
maintenance,  repairs,  renewals  and 
betterments  is  proposed  to  be  deleted. 

.The  Commission  believes  the  general 
practice  is  for  companies  to  expense 
maintenance  and  repairs  and  to 
capitalize  renewals  and  betterments; 
however,  if  any  other  method  is  used, 
disclosure  should  be  provided  under  the 
requirements  of  APB  Opinion  No.  22, 
“Disclosiire  of  Accounting  Policies." 

Thus,  the  present  specific  requirement  is 
considered  uimecessary. 

5.  Rule  3-16(o)— /nco/ne  tax  expense. 
The  present  rule  is  proposed  to  be 
revised  to  modify  the  format  and 
expand  the  content  of  the  disclosures. 

As  discussed  in  section  I  (Background — 


Income  Taxes,  see  example),  the 
proposed  revision  is  intended  to  present 
the  composition  of  the  company’s 
current  tax  liability  and  to  specifically 
associate  with  eadi  component  the 
income  amounts  that  give  rise  to  such 
tax  provision.  This  proposed  tax 
disclosiu'e  requires  a  reconciliation  of 
the  total  tax  expense  and  income  before 
tax  amounts  to  the  currently  payable 
Federal  income  tax  expense  and  the 
income  tq  be  taxed  currently.  Aside 
fi'om  that  change,  the  proposed  rule 
requires  information  similar  to  that 
which  is  currently  required  in 
subparagraphs  (1)  and  (3)  of  the  existing 
rule. 

The  Commission  is  also  inviting 
commentators  to  consider  and  respond 
to  whether  subparagraph  (2)  of  Rule  3- 
16(o)  should  be  retained  and  if  so,  in 
what  form.  The  Commission  believes 
that  information  concerning  future  cash 
outlays  for  income  taxes,  that  are 
anticipated  to  substantially  exceed 
income  tax  expense,  is  important. 
Information  concerning  future  cash 
requirements  and  an  enterprise’s 
liquidity  are  essential  to  users  who  are 
attempting  to  make  rational  investment 
or  similar  decisions.  Although 
important,  this  is  a  difficult  rule  to 
enforce,  since  the  omission  of  disclosure 
cannot  be  recognized  until  the  year  after 
the  disclosure  should  have  been 
presented.  Therefore,  in  an  attempt  to 
make  this  rule  more  effective,  comments 
with  regard  to  retention  and  alteration 
are  specifically  requested. 

6.  Rule  4-ll(l)(new) — Transactions 
with  related  parties.  The  purpose  of  this 
new  proposed  rule  is  to  (1)  incorporate 
the  disclosure  requirements  of  SAS  No. 

6,  "Related  Party  Transactions,"  into  S- 
X  and  (2)  to  combine  within  one  rule  all 
the  current  S-X  requirements  related  to 
balances  due  to  or  fi'om  affiliates  and  to 
other  transactions  with  affiliates.  The 
Commission  believes  that  this  proposal 
will  not  change  current  disclosiire 
practices  concerning  related  party 
transactions.  The  present  S-X 
requirements  deal  only  with  affiliates 
and  are  contained  in  Rides  3-16(d),  5- 
02.3,  .10. .%!,  .25.  .29,  .31.  and  .32;  and  5- 
03.1A,  B,  and  C,  .2A,  B  and  C,  .7,  .8,  and 
.17  of  S-X.  The  disclosure  requirements 
are  now  included  in  the  proposed  rule 
since  the  definition  of  related  parties 
includes  affiliates.  The  disclosure 
requirements  contained  in  SAS  No.  6  are 
being  proposed  to  be  included  in  S-X 
since  GAAP  does  not  include  disclosiu'e 
guidelines  for  transactions  with  related 
parties. 

It  should  also  be  pointed  out  that  Rule 
3-16(r]  (Interest  cost)  reflects  the 
changes  effected  in  Accounting  Series 


Release  No.  272,  dated  November  6, 
1979.  Reference  is  made  to  that  release 
for  a  discussion  of  the  recently  adopted 
changes.  With  respect  to  Rule  3-17 
(Current  replacement  cost  information), 
reference  is  made  to  Accounting  Series 
Release  No.  271,  dated  October  23, 1979, 
in  which  the  Commission  announced  its 
intention  to  delete  the  replacement  cost 
rule  for  fiscal  years  ending  on  or  after 
December  25, 1980.  Since  the  deletion 
has  been  announced,  the  rule  is  not 
included  in  the  text  of  the  proposed 
rules  below. 

Article  5.  Commercial  and  Industrial 
Companies 

Article  5  contains  line  items  for 
balance  sheets  and  income  statements 
which  are  to  be  filed  by  all  registrants, 
except  for  registrants  in  certain 
specialized  industries.  (See  Rule  5-01  for 
a  list  of  excepted  businesses.)  As 
discussed  above,  the  outline  of  the  items 
to  be  included  in  the  financial 
statements  is  being  retained;  however, 
significant  changes  are  being  proposed 
herein  concerning  the  individual  rules  of 
Article  5.  These  proposed  changes  fall 
into  the  same  four  categories  as  used  for 
Article  3  and  are  discussed  below 
according  to  the  type  of  change.  The 
present  rule  numbers  are  used  in  this 
discussion;  however,  the  tabular  guide 
presented  in  section  III  of  this  release 
summarizes  the  proposed  changes  and 
sets  forth  the  proposed  new  rule 
numbers. 

The  following  is  a  discussion  of  the 
changes  which  are  being  proposed  to 
delete  the  rules  in  Article  5  which 
duplicate  GAAP: 

1.  Rule  5-02.2 — Marketable  securities. 
SFAS  No.  12,  “Accounting  for  Certaining 
Marketable  Securities,”  prescribes  the 
accounting  required  for  certain 
marketable  equity  securities,  thus 
obviating  the  need  for  such  portion  of 
this  rule.  Also,  the  first  two  sentences  of 
this  rule  are  unnecessary  since  GAAP 
defines  a  current  asset.  The  proposed 
rule  is  revised  specifically  to  cover 
current  marketable  securities  which  are 
other  than  equity  securities  (which  are 
covered  by  SFAS  No.  12). 

2.  Rule  5-02.5 — Unearned  income. 

APB  Opinion  No.  6,  “Status  of 
Accounting  Research  Bulletins," 
contains  the  requirement  that  such 
amounts  be  deducted  firom  the  related 
receivable. 

3.  Rule  5-OZ.d— Inventories.  The  first 
sentence  of  the  first  paragraph  and  the 
second  paragraph  under  subparagraph 
(b)  of  this  rule  car  proposed  for  deletibn 
since  such  information  is  presently 
required  by  ARB  No.  43,  Chapter  4, 
“Investory  Pricing.” 
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4.  Rule  5-02.12r— Other  securities 
investments  and  Rule  5-02.13 — Other 
investments.  The  requirements  of  Rule 
5-02.13  are  being  proposed  for 
combination  with  Rule  5-02.12.  Also, 
since  SPAS  No.  12,  “Accounting  for 
Certain  Marketable  Securities,” 
prescribes  the  accounting  and  disclosure 
requirements  for  marketable  equity 
securities,  the  rule  has  been  revised  to 
so  indicate.  The  proposed  rule  is  also 
revised  to  specify  the  disclosure 
necessary  for  non-current  security 
investments  (other  than  marketable 
equity  securities)  and  other  investments. 

5.  Rule  5-02.30 — Unamortized  debt 
discount  and  premium.  APB  Opinion  No. 
21.  “Interest  on  Receivables  and 
Payables,”  contains  a  disclosure 
requirement  similar  to  this  present  rule. 

8.  Rule  5-02.35 — Deferred  credits.  The 
last  sentence  of  this  rule  is  being 
proposed  for  deletion  since  separate 
current  classiBcation  of  deferred  taxes 
is  required  by  APB  Opinion  No.  11, 
“Accounting  for  Income  Taxes.” 

7.  Rule  5-02.36— /Zeserves.  SPAS  No. 

5,  “Accounting  for  Contingencies,”  sets 
forth  the  accounting  and  reporting 
requirements  for  loss  conti^encies. 

8.  Rule  5.03  (a)  and  (b).  The  nature  of 
items  to  be  induded  in  die  income 
statement  is  governed  by  APB  Opinion 
Nos.  9  and  30,  both  titled  “Reporting  the 
Results  of  Operations,”  and  also  by 
SPAS  No.  16,  “Prior  Period 
Adjustments.” 

9.  Rule  Research  and 

development  expenses.  SPAS  No.  2, 
“Accounting  for  Research  and 
Development  Costs,”  requires  disclosure 
of  research  and  development  costs. 

10.  Rule  5-03.4 — Selling,  general  and 
administrative  expenses.  TTie 
requirement  to  disclose  unusual  items  is 
contained  in  APB  Opinion  No.  30, 
“Reporting  the  Results  of  Operations.” 

11.  Rule  5-03.9— Profits  on  securities 
and  Rule  5-03.12 — Losses  on  securities. 
The  requirements  of  these  rules  are 
contained  in  SPAS  No.  12,  “Accounting 
for  Certain  Marketable  Securities.”  and 
APB  Opinion  No.  30,  “Reporting  the 
Results  of  Operations.” 

12.  Rule  5-^.10 — Miscellaneous  other 
income  and  Rule  5-03.13 — 

Miscellaneous  incomne  deductions.  The 
information  required  by  the  last 
sentence  of  both  these  rules  is  presendy 
contained  in  APB  Opinion  No.  30, 
“Reporting  the  Results  of  Operations.” 

13.  Rule  5-03.11 — Interest  and 
amortization  of  debt  discount  and 
expense.  The  PASB  recendy  issued 
SPAS  No.  34,  “Capitalization  of  Interest 
Cost,”  which  established  standards  for 
capitalizing  and  disclosing  interest 
costs;  thus,  the  present  requirement  to 
separately  disclose  different  types  of 


interest  expense  appears  to  be  no  longer 
necessary  or  appropriate. 

14.  Rule  5-0I3.V7— Equity  in  earnings  of 
unconsolidated  subsidiaries  and  50 
percent  or  less  owned  persons.  APB 
Opinion  No.  18,  “The  ^uity  Method  of 
Accounting  for  Investments  in  Common 
Stock,”  prescribes  the  disclosures  that 
are  required  when  the  equity  method  of 
accounting  is  used. 

15.  Rule  5-013.19— Extraordinary  items, 
less  applicable  tax.  The  accounting  and 
disclosuire  requirements  for 
extraordinary  items  is  contained  in  APB 
Opinion  No.  30.  “Reporting  the  results  of 
Operations,”  and  SPAS  No.  4, 

“Reporting  Gains  and  Losses  from 
Extinguishment  of  Debt.” 

16.  Rule  5-03.20 — Cumulative  effects 
of  changes  in  accounting  principles. 

APB  Opinion  No.  20,  “Accoimting 
Changes,”  enumerates  the  disclosure 
requirements  of  the  cumulative  effects  of 
accounting  changes. 

17  Rule  5-Oi3.22f— Earnings  per  share 
data.  The  requirements  for  computing 
and  disclosing  earnings  per  share  are 
contained  in  APB  Opinion  No.  15, 
“Earnings  per  Share,”  and  No.  30, 
“Reporting  the  Results  of  Operations.” 

The  second  type  of  proposed  change 
results  from  the  changes  necessitated  by 
predominant  current  practices  and/or 
changes  in  circumstances.  The  following 
proposed  revisions  or  deletions  are  of 
this  type: 

1.  Rule  5-02.1 — Cash  and  cash  items. 
The  first  two  sentences  of  this  rule  are 
proposed  to  be  revised  to  delete  the  list 
of  cash  items  required  to  be  separately 
disclosed.  Disclosure  of  cash  which  is 
restricted  as  to  withdrawal  or  usage  and 
the  description  of  the  provisions  of  such 
restrictions  continue  to  be  considered 
relevant  disclosures.  This  proposed  rule 
has  been  revised  accordingly. 

2.  Rule  5-02.4 — Allowances  for 
doubtful  accounts  and  notes  receivable. 

It  common  practice  for  companies  to 
exclude  fixim  their  receivables  amounts 
which  are  known  to  be  uncollectable; 
thus,  this  specific  requirement  is  no 
longer  necessary. 

3.  Rule  5-03.7 — Dividends.  The 
requirement  to  separately  disclose 
di^ddends  from  different  sources  is  being 
proposed  for  deletion  since  the  amounts 
are  not  usually  significant,  but,  if 
significant,  current  practice  would 
necessitate  disclosure.  Also,  if  dividends 
from  related  parties  are  material, 
disclosiire  w^  be  required  by  the 
proposed  rule  on  related  party 
transactions. 

4.  Rule  5-013.5— Interest  on  securities. 
The  reasoning  for  proposing  to  delete 
the  requirements  of  tlds  rule  is  the  same 
as  for  Rule  5-03.7  above. 


The  third  type  of  proposed  change  is 
that  made  to  clarify  the  present  rules 
which  may  be  subject  to  various 
interpretations  and/or  to  modify  the 
rules  or  the  location  of  such  rules  to 
enhance  the  simplicity  and  readability 
of  such  requirements.  The  following 
proposed  changes  are  of  this  type: , 

1.  Rule  5-02.3 — Accounts  and  notes 
receivable.  Paragraphs  (a)  and  (c)  of  this 
rule  are  being  proposed  to  be  revised  to 
reflect  the  changes  which  result  from 
adding  a  separate  rule  in  Article  4 
concerning  related  party  transactions. 
Paragraph  (b)  is  being  proposed  for 
transfer  to  revised  Rule  4-07.  Paragraphs 
(e).  (f)  and  (g)  are  being  proposed  for 
revision  to  be  presented  in  a  more 
concise  format:  however,  the 
requirements  are  unchanged. 

2.  Rule  5-02.7 — Other  current  assets. 
The  last  sentence  of  this  rule  is 
proposed  for  deletion  as  being 
unnecessary. 

3.  Rule  5-02.16 — Intangible  assets.  The 
list  of  the  different  types  of  intangible 
assets  has  been  removed  and  the  rule  is 
proposed  to  require  separate  disclosure 
of  items  which  exceed  5%  of  total  assets. 
This  proposed  change  is  consistent  with 
other  rules  in  this  article  which  use  a  5% 
significance  test.  Also  the  proposed  rule 
would  add  a  specific  requirement  to 
explain  significant  additions  or 
deletions  during  the  period.  This 
represents  predominant  practice  and, 
therefore,  should  not  require  new 
disclosures.  With  the  addition  of  this 
provision  to  the  rule,  the  provisions  of 
Schedules  VII  and  VIII  are  being 
proposed  for  deletion. 

4.  Rule  5-02.18 — Other  assets;  Rule  5- 
02.19 — Prepaid  expenses  and  deferred 
charges;  Rule  5-02.20 —  Preoperating 
expenses  and  similar  deferrals;  Rule  5- 
02.21 — Deferred  organization  expense; 
Rule  5-02.22 — Deferred  debt  expense; 
and  Rule  5-02.23 — Deferred 
commissions  and  expense  on  capital 
shares.  The  rule  concerning  other  assets 
is  being  proposed  to  combine  all  the 
above  noted  rules  into  one  by  simply 
requiring  disclosure  of  any  other  asset 
(not  includable  in  other  captions)  which 
exceeds  5%  of  total  assets.  The  proposed 
rule  would  also  require  disclosure  of 
significant  additions  or  deletions  during 
the  period.  The  reason  for  such  a 
proposed  requirement  is  explained  in 
the  paragraph  above. 

5.  Rule  5-02.25 — Accounts  and  notes 
payable.  Paragraph  (a)  of  this  rule  is 
proposed  for  revision  as  a  result  of 
adcfing  a  separate  rule  in  Article  4  on 
related  party  transactions. 

6.  Rule  5-02.26 — Accrued  liabilities 
and  Rule  5-02.27— Other  current 
liabilities.  These  two  rules  are 
effectively  combined  in  a  proposed  rule. 
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and  any  item  which  exceeds  5%  of  total 
current  liabilities  would  require 
separate  disclosure. 

7.  Rule  5-02.32— O/Aer  long-term  debt, 
and  Rule  5-02.33 — Other  liabilities. 
These  two  rules  are  combined;  thus,  any 
other  long-term  liability  in  excess  of  5% 
of  total  liabilities  would  require 
separate  disclosure. 

8.  Rule  5-03(c).  This  proposed 
subparagraph  has  been  rewritten  as  a 
result  of  the  changes  made  in  Rules  5- 
03.1  and  .2  (see  discussion  below),  but 
no  change  in  the  requirement  is  being 
proposed. 

9.  Rule  5-03.1  A — Net  sales  of  tangible 

products;  Rule  Operating 

revenues  of  public  utilities;  and  Rule  5- 
QZ.lC— Other  revenues.  These  present 
rules  are  proposed  to  be  combined 
primarily  to  make  the  rules  more 
readable  and  understandable. 
Additionally,  a  change  is  being 
proposed  to  lower  the  present 
percentage  test  for  disclosing  excise 
taxe's  from  10%  to  1%  of  total  sales  and 
revenues.  This  change  is  being  proposed 
since  excise  tax  amounts  which  are  less 
than  10%  of  sales  and  revenues  are 
frequently  signihcant  to  the  reported  tax 
amount  which  includes  the 
corresponding  excise  tax  expense. 

10.  Rule  5-03.2A — Cost  of  tangible 
goods  sold;  Rule  5-03.2B — Operating 
expenses  of  public  utilities,  and  Rule  5- 
03.2C — Costs  and  expenses  applicable 
to  other  revenues.  The  combination  of 
these  rules  are  for  the  same  reason  as 
stated  in  the  paragraph  above. 

11.  Rules  5^3.14  and  5.03.15  (new  rule 
numbers)  give  effect  to  the  GAAP 
requirements  to  disclose  “income  or  loss 
from  continuing  operations”  and 
“discontinued  operations.” 

12.  Rule  5-03.20  (new  rule) — Earnings 
applicable  to  common  stock.  The 
requirement  to  disclose  this  amount  is 
presently  contained  in  the  “Summary  of 
Operations"  items  of  the  various 
Securities  Act  and  Securities  Exchange 
Act  forms;  however,  the  current 
requirements  to  present  the  summary  of 
operations  are  proposed  for  deletion  in  a 
concurrent  release.  The  Commission 
believes  that  disclosure  of  earnings 
applicable  to  common  stock  is  important 
information  and  that  such  disclosure 
should  be  made  in  the  income 
statement;  therefore,  this  requirement  is 
proposed  to  be  transferred  to  Article  5. 

(It  should  also  be  noted  that  the 
requirement  to  present  the  ratio  of 
earnings  to  fixed  charges  is  also 
contained  in  the  “Summary  of 
Operations"  items  to  certain  forms.  The 
Commission’s  staff  is  presently 
reviewing  the  existing  requirements  and 
expects  to  recommend  that  the 


Commission  issue  a  concept  release 
focusing  on  the  calculation  and  utility  of 
this  ratio.) 

The  fourth  type  of  proposed  change  to 
Article  .5  is  that  made  to  improve 
present  financial  reporting  and 
disclosure.  The  following  changes  are  of 
this  type: 

1.  Rule  5-02.10 — Securities  of 
affiliates  and  other  persons,  and  Rule  5- 
02.11 — Indebtedness  of  affiliates  and 
other  persons — not  current.  The  specific 
requirements  of  these  rules  are  proposed 
to  be  deleted  and  replaced  with  a 
reference  to  the  proposed  rule  on  related 
party  transactions.  This  proposed  rule 
significantly  expands  the  present 
requirement  to  separately  disclose 
investments  in  and  receivables  from 
affiliates. 

2.  Rule  5-02.14 — Property,  plant  and 
equipment.  The  specific  requirements 
relating  to  property,  plant  and 
equipment  have  been  transferred  to  a 
proposed  schedule  and  expanded.  See 
the  discussion  below  regarding  the 
changes  proposed  to  be  made  in 
Schedules  V  and  VI. 

3.  Rule  5-02.29 — Bonds,  mortgages 
and  similar  debt.  The  specific 
requirement  to  separately  disclose 
amounts  owed  to  affiliates  is  being 
proposed  to  be  deleted  and  replaced 
with  a  reference  to  the  proposed  rule  on 
related  party  transactions. 

4.  Rule  5-02.31 — Indebtedness  to 
affiliates  and  other  persons — not 
current.  The  specific  requirements  of 
this  rule  are  being  proposed  to  be 
deleted  and  replaced  with  a  reference  to 
the  proposed  new  rule  on  related  party 
transactions. 

It  should  also  be  poined  out  that  Rule 
5-04  (What  schedules  are  to  be  filed)  is 
also  proposed  to  be  revised  as  a  result 
of  the  changes  proposed  for  Article  12. 
See  below  for  a  discussion  of  such 
proposed  changes  to  the  schedules 
except  for  Schedule  XV  (Other 
Securities)  for  which  there  is  no 
corresponding  rule  in  Article  12.  This 
schedule  is  being  proposed  for  deletion 
which  is  consistent  with  the  elimination 
of  Rules  12-10, 12-14  and  12-15. 

Schedule  XV  was  intended  to  provide 
disclosures  similar  to  those  required  by 
the  above  rules,  but  for  other  classes  of 
securities. 

Article  12.  Form  and  Content  of 
Schedules 

Article  12  of  the  S-X  prescribes  the 
form  and  content  of  the  schedules 
required  by  other  Articles  of  S-X.  The 
proposed  changes  to  Article  12  fall  into 
four  categories  discussed  previously  and 
are  treated  below  according  to  the 
reason  for  the  change.  Corresponding 


changes  are  being  proposed  to  other 
Articles  of  S-X  and  the  Forms  which  are 
affected  by  the  changes  proposed  to 
Article  12.  Generally,  the  proposed 
revisions  to  other  Ailicles  of  S-X  and 
the  Forms,  as  a  result  of  changes  in 
Article  12,  involve  the  elimination  of  a 
requirement  to  provide  disclosure 
required  by  a  rule  proposed  for  deletion 
or  to  otherwise  conform  disclosure 
requirements.  The  present  rules  in 
Article  12  which  are  proposed  for 
deletion  (or  partial  deletion)  for  this 
reason  are  as  follows  (designated  by 
present  rule  numbers): 

1.  Rule  12-08 — Intangible  Assets. 
Preoperating  Expenses  and  Similar 
Deferrals  and  Rule  12-09 — Accumulated 
Depreciation  and  Amortization  of 
Intangible  Assets.  APB  Opinion  No.  17, 
“Intangible  Assets,”  establishes 
accounting  and  disclosure  standards  for 
intangible  assets.  Rule  12-08  is  proposed 
to  be  deleted  since  proposed  Rules  5- 
02.15  and  5-02.17  have  been  expanded 
to  require  disclosure  of  any  significant 
additions  or  deletions  of  intangible 
assets  or  deferred  charges,  and 
proposed  Rule  4-ll(m)  requires 
disclosure  of  depreciation  and 
amortization  of  intangible  assets, 
preoperating  costs  and  similar  deferrals. 

The  second  type  of  change  involves 
changes  to  conform  to  predominant 
current  practice.  The  title  of  Rule  12-13 
is  being  proposed  for  revision  to 
eliminate  the  words  “and  reserves.”  The 
use  of  the  word  “reserve”  to  designate 
valuation  and  qualifying  accounts  is  not 
consistent  with  current  usage  of 
terminology. 

The  third  type  of  change  being 
proposed  is  that  made  to  enhance  the 
simplicity  and  readability  of  the  rule 
requirements  by  clarifying  the  rules 
which  are  presently  subject  to  various 
interpretations.  It  is  proposed  that  the 
following  requirements  be  deleted  from 
Article  12  since  the  disclosures  sought 
are  adequately  provided  by  other  rules: 

1.  Rule  12-10 — Bonds,  mortgages  and 
similar  debt.  The  Commission  believes 
the  disclosures  required  by  Rule  5-02.29 
and  the  proposed  rule  on  related  party 
transactions  will  adequately  provide  the 
relevant  information  presently  sought  by 
Rule  12-10. 

2.  Rule  12-14 — Capital  shares.  The 
Commission  believes  that  the 
disclosures  prescribed  by  present  Rules 
5-02.38,  .39,  .40,  .41  and  the  proposed 
rule  on  related  party  transactions  will 
generally  provide  the  disclosures  sought 
by  the  present  rule. 

3.  Rule  12-15 — Warrants  or  rights. 

The  essential  requirements  of  this  Rule 
are  presently  contained  in  Rule  3-16(p). 

4.  Rule  12-16 — Supplementary  income 
statement  information.  Rule  12-16  is 
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proposed  for  deletion;  however,  the 
present  requirements  which  are  not 
required  by  GAAP  are  proposed  to  be 
transferred  to  a  disclosure  rule  in  Article 
4.  The  requirements  to  report  rents  and 
depreciation,  depletion  and  amortization 
of  property,  plant  and  equipment  are 
presently  required  by  SPAS  No.  13, 
“Accounting  for  Leases,”  and  APB 
Opinion  No.  12,  “Omnibus  Opinion- 
1^7,”  respectively,  and  therefore  are 
proposed  to  be  deleted. 

The  fourth  type  of  proposed  change  to 
Article  12  is  being  made  to  improve' 
present  financial  reporting  and 
disclosure.  After  considering  the 
disclosure  rules  presently  in  effect,  the 
Commission  believes  that  improvements 
can  be  made  in  the  disclosures 
provided.  The  following  is  a  discussion 
of  such  proposed  changes: 

1.  Rule  12-03 — Amounts  receivable 
from  underwriters,  promoters,  directors, 
officers,  employees,  and  principal 
holders  and  Rule  12-04 — Investment  in, 
equity  in  earnings  of,  and  dividends 
received  from  affiliates  and  other 
persons.  The  scope  of  these  rules  are 
being  proposed  for  expansion  to 
encompass  a  broader  group  of  persons 
defined  as  related  parties  in  the  auditing 
literature  and  to  be  consistent  with  new 
Rule  4-11(1)  and  the  definition  of  related 
parties  proposed  in  Rule  l-02(t).  The 
Commission  is  also  proposing  that  the 
reporting  level  of  Ride  12-03  be  revised 
from  an  aggregate  indebtedness  of 
$20,000  or  1  percent  of  total  assets, 
whichever  is  less,  to  an  aggregate 
indebtedness  of  $100,000  or  1  percent  of 
total  assets,  whichever  is  less. 

2.  Rule  12-05 — Indebtedness  of 
affiliates  and  other  persons — not 
current.  Rule  12-05  is  being  proposed  for 
expansion  to  also  include  &e 
disclosures  presently  prescribed  by  Rule 
12-11  and  to  require  an  analysis  of 
changes  in  balances.  The  combination  of 
the  schedules  prescribed  by  Rules  12-05 
and  12-11  places  related  disclosures  in 
juxtaposition.  The  analysis  of  the 
change  in  balances  provides  increased 
information  concerning  transactions 
between  affiliates  and  other  persons. 

3.  Rule  12-06 — Property,  plant  and 
equipment.  This  rule  is  being  proposed 
for  expansion  in  several  areas. 

Disclosure  of  additional  information  is 
being  proposed  concerning  composition 
of  assets,  and  the  methods  and  rates  of 
depreciation,  depletion  or  amortization. 

In  addition  to  disclosing  property,  plant 
and  equipment  by  major  classification, 
assets  or  homogeneous  groups  which 
comprise  25  percent  or  more  of  a  major 
class  of  property,  plant  and  equipment, 
and  material  amounts  of  fully 
depreciated  assets  still  in  service  and 
idle  assets  are  being  proposed  for 


disclosure  in  the  schedule.  By  obtining  a 
more  detailed  analysis  of  the 
composition  of  assets,  more  specific 
information  will  be  provided  with 
respect  to  additions  and  retirements  or 
other  dispositions  of  assets.  More 
specific  disclosure  of  the  rates  and 
methods  of  depreciation,  depletion  or 
amortization  and  the  related  charges  to 
income  in  relationship  to  the  related 
assets  is  also  being  proposed. 

The  proposed  requirements  of  Rule 
12-06  are  intended  to  provide  more 
meaningful  information  concerning 
investments  in  property,  plant  and 
equipment  and  charges  for  depreciation, 
depletion  and  amortization. 

III.  Reference  Table  of  Rule  Changes 

The  table  which  follows  is  presented 
to  enable  the  reader  to  trace  each  of  the 
current  rules  to  its  proposed  rule  number 
or  to  identify  which  current  rules  are 
being  proposed  for  deletion.  Very  brief 
indications  of  the  proposed  changes  are 
also  provided.  The  discussions  in 
section  II  of  this  release  provide  the 
detailed  explanation  of  each  proposed 
change  and  deletion.  No  discussion  is 
provided  for  rules  in  which  no  changes 
are  proposed.  The  table  is  intended  only 
as  a  guide  to  go  from  the  present  to  the 
proposed  rule  numbers;  therefore,  the 
proposed  rules  and  the  discussion  of 
changes  should  also  be  read  in 
conjunction  with  this  table. 


Present  rule  Proposed  rule 


Article  3; 

210.3- 01(8) . .  210.4-01(8)  Minor  wording  revisions 

in  the  first  sentence.  Second 
sentence  moved  from  present  rule 

210.3- 06. 

210.3- 01(b) _ _ _  210.4-01(b)  First  sentence  revised. 

Second  sentence  deleted. 
2t0.3-01(c) . . .  210.4-01  (c)  No  ctMinge. 

210.3- 02 .  210.4-02  No  chsnge. 

210.3- 03 .  210.4-03  Minor  wording  revision  in 

paragrsph  (a).  Paragraph  (c)  also 
revised 

210.3- 04 .  210.4-04  No  change. 

210.3- 05 . .  Deleted. 

210.3- 06 . . .  First  sentence  moved  to  210.4- 

01(a).  Second  sentence  deleted. 

210.3- 07 . .  Deleted. 

210.3- 08 _  Deleted. 

210.3- 09 . . .  210.4-05  Minor  revisions  to  rule. 

210.3- 10 .  210.4-06  No  change. 

210.3- 11 . .  210.4-07  Revised  and  present  rule 

210.3- 12  combined  with  this  rule. 

210.3- 12 . . .  0)mbined  with  present  rule  210.3- 

11. 

210.3- 13 . .  210.4-08  Minor  revisions  to  rule. 

210.3- 14 . . .  210.4-09  Minor  revisions  to 

recognize  changes  made  in  ASP 
No.  268. 

210.3- 15 .  210.4-10  Minor  revisions  to 

recognize  changes  made  in  ASP 
No.  268. 

210.3- 16 .  210.4-11  Expanded  to  recognize 

GAAP  requirements  and  to  require 
appropriate  cross-referencing  to 
footnote  disclosures. 

210.3- 16(8) .  210.4-11(a)  No  change. 

210.3- 16(b) _ Deleted 

210.3- 16(c) _ _  210.4-1 1(b)  No  Change. 

210.3- I6(d) . .  Deleted. 

210.3- 16(e) _ _  210.4-1 1(c)  Minor  revisions  to  rule. 

210.3- 16(0 -  210.4-11(d)  Subparagraphs  (1),  (2), 

(3)(i).  and  (2m  deleted.  Minor 
revisions  to  remainder  of  rule. 
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210.3- 16(g) .  Deleted. 

210.3- I6(h) .  210.4-I1(e)  Requirements  of  the 

rule  are  clarili^ 

210.3- 16(1) .  Deleted. 

210.3- 16G) . - . -  Deleted. 

210.3- 16(k) .  210.4-11(0  No  change. 

210.3- 16(1) .  Deleted. 

210.3- 16(m) .  (deleted. 

210.3- 16(n) . _..  Deleted. 

210.3- 16(0) .  210.4-1 1(g)  Subparagraphs  (1)  and 

(3)  revised  and  expanded. 

210.3- I6(p) . .  210.4-I1(h)  No  change. 

210.3- 16(q) . .  210.4-11(1)  Most  of  the  rule  is 


deleted  but  the  references  to 
SFAS  No.  13.  "Accounting  for 
Leases,”  continue  the  curent 
requirements. 


210.3- 16(r) .  210.4-11(0  No  change  from  the  rule 

adopted  in  Accounting  Series 
Release  No.  272  (November  6, 
1979). 

210.3- 16(s) .  210.4-1 1(k)  No  change. 

210.3- 16(0  .  Moved  to  Item  12  of  Regulation  S- 

(C 

210.3- 17 . . .  210.4-12  No  change  but  also  see 

Accounting  Series  Release  No. 
271  (October  23.  1979). 

210.3- 18 .  210.4-13  No  chan^. 

Article  5: 

210.5- 01 . . .  210.5-01  No  change. 

210.5- 02 . . .  210.5-02  No  change. 

210.5- 02.1 .  210.5-02.1  Minor  revisions  to  the 

rule. 

210.5- 02.2 .  210.5-02.2  Revised  to  recognize 

current  GAAP  requirements 

210.5- 02.3 .  210.5-02.3  Subparagraphs  (a) 

revised;  (b)  deleted;  (c)  deleted; 

(d)  through  (g)  combined. 

210.5- 02.4 .  210.5-02.4  Caption  only  retained. 

210.5- 02.5 .  210.5-02.5  Caption  only  retained. 

210.5- 02.6 . .  210.5-02.6  A  portion  of  the  first  and 

secorxf  paragraphs  of 
subparagraph  (b)  deleted. 

210.5- 02.7.._ . .  210.5^.7  Last  sentence  deleted. 

210.5- 02.8 . .  210.5-02.8  Reference  deleted. 

210.5- 02.9 . .  210.5-02.9  No  change. 

210.5- 02.10 . . .  210.5-02.10  Caption  only  retained 

with  a  reference  to  proposed  rule 

210.4-1 1(1)  being  added. 

210.5- 02.11 .  210.5-02.1 1  Caption  only  retained 

with  a  reference  to  proposed  rule 

210.4- 11(1)  being  added. 

210.5- 02.12 — .  210.5-02.12  Revised  to  recognize 

current  GiAAP  requirements  and  to 
combine  the  requirements  of 
present  rule  210.5-02.13. 

210.5- 02.13 . -  Deleted.  Requirement  combined  with 

210.5- 02.12. 

210.5- 02.14 .  210.5-02.13  Subparagraph  (a) 

revised;  subparagraph  (b)  revised 
to  delete  part  of  next  to  last 
sentence  and  all  of  last  sentence. 

210.5- 02.15 .  210.5-02.14  No  change. 

210.5- 02.16 .  210.5-02.15  Present  requirement 

revised  and  expanded. 

210.5- 02.17 .  210.5-02.16  No  change. 

210.5- 02.18.- .  210.5-02.17  Present  requirement 

revised  and  expanded. 

210.5- 02.19 .  Deleted. 

210.5- 02.20 .  Deleted. 

210.5- 02.21 . .  Deleted. 

210.5- 02.22 . . .  Deleted. 

210.5- 02.23 . .  Deleted. 

210.5- 02.24 .  210.5-02.18  No  change. 

210.5- 02.25 .  210.5-02.19  Minor  revisions  to 

subparagraph  (a).  No  change  in 
subparagra^  (b)  and  (c). 

210.5- 02.26 .  Deleted.  Requirement  combined  with 

present  rule  210.5-02.27. 

210.5- 02.27 . — ....  210.5-02.20  Revised  to  also  include 

the  present  requirements  of 

210.5- 02.26. 

210.5- 02.28. .  210.5-02.21  No  change. 

210.5- 02.29 _  210.5-02.22  Minor  revisions  in 

subparagraph  (a);  no  change  in 
subparagraph  (b). 

210.5- 02.30..™ . -  Deleted. 

210.5- 02.31 . - .  210.5-02.23  Caption  only  retained 

with  a-reference  to  proposed  nile 
210.4-11(0  being  added. 

210.5- 02.32 .  Deleted. 

210.5- 02.33 _ _  210.5-02.24  No  change. 

210.5- 02.34..._ . .  210.5-02.25  No  change. 

210.5- 02.35 .  210.5-02.26  Revised  to  delete  last 

sentence. 
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210.5- 02.38 .  Deleted. 

210.5- 02.37 . . .  210.5-02.27  No  change. 

210.5- 02.38 . . .  210.5-02.28  No  change. 

210.5- 02.39 . ; .  210.5-02.29  No  Change. 

210.5- 02.40 .  210.5-02.30  No  change. 

210.5- 02.41 .  210.5-02.31  No  Change. 

210.5- 02.42 .  210.5-02.32  No  Change. 

210.5- 03 .  210.5-03  Subparagraphs  (a)  and  (b) 

deleted;  minor  revisions  made  to 
subparagraph  (c). 

210.5- 03.1A .  210.5-03.1  Minor  revisions  made 

and  combined  with  present  njles 

210.5- 03.1B  and  .1C. 

210.5- 03.2A .  210.5-03.2  Minor  revisions  made 

and  combined  with  present  rules 

210.5- 03.2B  and  .2C. 

210.5- 03.3A . .  Deleted. 

210.5- 03.1B .  210.5-03.1  See  210.5-03.1A  above. 

210.5- 03.2B .  210.5-03.2  See  210.5-03.2A  above. 

210.5- 03.1C .  210.5-03.1  See  21 0.5-03.1  A  above. 

210.5- 03.2C .  210.5-03.2  See  210.5-03.2A  above. 

210.5- 03.3 .  210.5-03.3  No  Change  except  for 

reference  to  preceding  oiles. 

210.5- 03.4 .  210.5-03.4  Caption  only  retained. 

210.5- 03.5 .  210.5-03.5  No  Change. 

210.5- 03.6 .  210.S-03.6  No  change. 

210.5- 03.7 . .  210.5-03.7  Revised  and  combined 

with  present  Rules  210.5-03.8,  .9, 
and  .10. 

210.5- 03.8 .  See  210.5-03.7  above. 

210.5- 03.9 . . .  See  210.5-03.7  above. 

210.5- 03.10 .  See  210.5-03.7  above. 

210.5- 03.11 . .  210.5-03.8  Caption  only  retained. 

210.5- 03.12 .  210.5-03.9  Revised  and  combined 

with  present  rule  210.5-03.13. 

210.5- 03.13 _ _  210.5-03.9  Revised  and  combined 

vrith  present  rule  210.5-03.12. 

210.5- 03.14 _  210.5-03.10  No  change. 

210.5- n03.15 . .  210.5-03.11  No  change. 

210.5- 03.16 .  210.5-03.12  No  change. 

210.5- 03.17 . .  210.5-03.13  No  change. 

210.5- 03.18 .  210.5-03.16  No  change. 

210.5- 03.19 .  210.5-03.17  Caption  only  retained. 

210.5- 03.20 .  210.5-03.18  Caption  only  retained. 

210.5- 03.21 .  210.5-03.19  No  change. 

210.5- 03.22 .  210.5-03.21  Caption  only  retained. 

210.5- 04 . . . .  210.5-04  The  Changes  made  to  this 


rule  are  as  a  result  of  the 
revisions  made  in  Article  12  (see 
below)  and  a  renumbering  of 
schedules. 

Article  12: 


210.12- 01 . .  210.12-01  No  change. 

210.12- 02 . . .  21  0.12t02  No  change. 

210.12- 03 .  210.12-03  Revised  and  exparxled  to 

include  related  parties. 

210.12- 04 .  210.12-04  Expand  to  include 

related  parties. 

210.12- 05 .  210.12-05  Format  of  schedule 

changed  arxf  combined  with 
present  210.12-11. 

210.12- 06...~ .  210.12-06  Expanded  and  format 

revised. 

210.12- 07 .  210.12-07  No  Change. 

210.12- 08 .  Deleted. 

210.12- 09 .  Deleted. 

210.12- 10 .  Deleted. 

210.12- 11 . «...  Combined  with  210.12-05  above. 

210.12- 12 . . .  210.12-08  No  change. 

210.12- 13 .  210.12-09  Revised  title. 

210.12- 14 .  Deleted. 

210.12- 15 .  Deleted. 

210.12- 16 .  Eliminated  part  of  present 

disclosures  and  moved  remaining 
requirements  to  proposed  rule 
210.4-1 1(m). 

210.12- 17..._..._ _ Previously  revoked. 

210.12- 18 .  Previously  revoked. 

210.12- 19 .  210.12-10  No  change. 

210.12- 20.....„„ .  Previously  revoked. 

210.12- 21 .  210.12-11  No  change. 

210.12- 22 .  210.12-12  No  change. 

210.12- 23 .  Previously  revoked. 

210.12- 24 .  Previously  revoked. 

210.12- 25....„ . Previously  revoked. 

210.12- 26 .  Previously  revoked. 

210.12- 27 .  210.12-13  No  Change. 

210.12- 28 . Previously  revoked. 

210.12- 29 .  210.12-14  No  change. 

210.12- 30 .  Previously  revoked. 

210.12- 31 . 210.12-15  No  change. 

210.12- 31a. . .'. _  210.12-16  No  change. 

210.12- 32 .  Previously  revoked. 

210.12- 33 .  210.12-17  No  change. 

210.12- 34 _  210.12-18  No  change. 
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210.12-35 . 

_  210.12-19  No  change. 

210.12-36 . 

210.12-20  No  change. 

210.12-37 . 

_  210.12-21  No  change. 

210.12-38 . 

.  210.12-22  No  change. 

210.12-39 . 

210.12-40 . 

210.12-41 . 

.  210.12-25  No  change. 

210.12-42 . . 

.  210.12-26  No  change. 

210.12-43 . 

. .  210.12-27  No  change. 

The  Commission  recognizes  that  there 
are  numerous  cross-references  in  other 
articles  of  S-X  to  the  rules  v^ich  are 
proposed  to  be  deleted,  revised  or 
renumbered  in  this  release.  Changes  in 
such  cross  references  are  not  being 
made  in  this  release,  but  instead  such 
changes  will  be  made  in  conjunction 
with  the  adoption  of  Hnal  rules. 

IV.  Requests  for  Comments 

All  interested  persons  are  invited  to 
submit  their  views  and  comments 
concerning  the  amendments  proposed 
herein  in  triplicate  to  George  A. 
Fitzsimmons,  Secretary,  Securities  and 
Exchange  Commission,  500  North 
Capitol  Street,  Washington,  D.C.  20549. 
All  comments  should  be  received  no 
later  than  April  30, 1980.  Such 
communications  should  refer  to  File  S7- 
818  and  will  be  available  for  public 
inspection. 

V.  Text  of  Proposed  Amendments 

The  Commission  hereby  proposes  to 
amend  17  CFR  Chapter  II  as  follows: 

PART  210— FORM  AND  CONTENT  OF 
FINANCIAL  STATEMENTS, 
SECURITIES  ACT  OF  1933, 
SECURITIES  EXCHANGE  ACT  OF 
1934,  PUBLIC  UTILITY  HOLDING 
COMPANY  ACT  OF  1935,  INVESTMENT 
COMPANY  ACT  OF  1940,  AND 
ENERGY  POLICY  AND 
CONSERVATION  ACT  OF  1975 

1.  By  adding  a  new  paragraph  (t)  to 
§  210.1-02  and  by  redesignating  the 
former  paragraphs  (t)  through  (y). 

§  210.1-02  Definitions  of  terms  used  in 
Reguiation  S-X  (17  CFR  Part  210). 
***** 

(t)  Related  parties.  The  term  "related 
parties”  means  the  registrant;  its 
affiliates;  principal  owners, 
management,  and  members  of  their 
immediate  families;  entities  for  which 
investments  are  accounted  for  by  the 
equity  method;  and  any  other  party  with 
which  the  reporting  entity  may  deal 
when  one  party  has  the  ability  to 
signiHcantly  influence  the  mangement  or 
operating  policies  of  the  other,  to  the 
extent  that  one  of  the  transacting  parties 
might  be  prevented  from  fully  pursuing 
its  own  separate  interests.  Related 
parties  also  exist  when  another  entity 
has  the  ability  to  signifrcantly  influence 


the  management  or  operating  policies  of 
the  transacting  parties  or  when  another 
entity  has  an  ownership  interest  in  one 
of  the  transacting  parties  and  the  ability 
to  significantly  influence  the  other,  to 
the  extent  that  one  or  more  of  the 
transacting  parties  might  be  prevented 
from  fully  pursuing  its  own  separate 
interests.  For  purposes  of  this  definition, 
the  terms  (1)  “principal  owner”  means 
the  owner(sj  of  record  or  known 
beneficial  ownerfs]  of  more  than  10%  of 
the  voting  interests  of  the  reporting 
entity,  and  (2)  “management”  means 
any  person(s)  having  responsibility  for 
achieving  the  objectives  of  the 
organization  and  the  concomitant 
authority  to  establish  the  policies  and  to 
make  the  decisions  by  w'hich  such 
objectives  are  to  be  pursued. 

(u)  No  change  from  former  paragraph 

(t) . 

(v)  No  change  from  former  paragraph 

(u) . 

(w)  No  change  from  former  paragraph 

(v) . 

(x)  No  change  from  former  paragraph 

(w) . 

(y)  No  change  from  former  paragraph 

(x) . 

(z)  No  change  from  former  paragraph 

(y) - 

2.  By  deleting  §  210.2-02(e). 

§  210.2-02  Accountants’  reports. 

***** 

(e)  [Deleted.] 

***** 

3.  By  revising  Article  4,  §  §  210.4-01 
thru  210.4-13,  to  read  as  follows: 

Rules  of  General  Application 

§  210.4-01  Form,  order,  and  terminology. 

(a)  Financial  statetnents  should  be 
filed  in  such  form  and  order,  and  should 
use  such  generally  accepted 
terminology,  as  will  best  indicate  their 
significance  and  character  in  the  light  of 
the  provisions  applicable  thereto.  The 
information  required  with  respect  to  any 
statement  shall  be  furnished  as  a 
minimum  requirement  to  which  shall  be 
added  such  further  material  information 
as  is  necessary  to  make  the  required 
statements,  in  the  light  of  the 
circumstances  under  which  they  are 
made,  not  misleading. 

(b)  All  money  amounts  required  to  be 
shown  in  financial  statements  may  be 
expressed  in  whole  dollars  or  multiples 
thereof,  as  appropriate:  Provided,  Tliat, 
when  stated  in  other  than  whole  dollars, 
an  indication  to  that  effect  is  inserted 
immediately  beneath  the  caption  of  the 
statement  or  schedule,  at  the  top  of  the 
money  columns,  or  at  an  appropriate 
point  in  narrative  material. 
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(c)  Negative  amounts  (red  figures) 
shall  be  shown  in  brackets  or 
parentheses  and  so  described  in  the 
related  caption,  colunmar  heading  or  a 
note  to  the  statement  or  schedule,  as 
appropriate. 

§  210.4-02  Items  not  material. 

If  the  amount  which  would  otherwise 
be  required  to  be  shown  with  respect  to 
any  item  is  not  material,  it  need  not  be 
separately  set  forth  (but  see  Release  No. 
AS-41). 

§  210.4-03  Inapplicable  captions  and 
omission  of  unrequired  or  Inapplicable 
financial  statements. 

(a)  No  caption  should  be  shown  in  any 
financial  statement  as  to  which  the 
items  and  conditions  are  not  present. 

(b)  Financial  statements  not  required 
or  inapplicable  because  the  required 
matter  is  not  present  should  not  be  filed. 

(c)  The  reasons  for  the  omission  of 
any  required  financial  statements  shall 
be  indicated. 

§  210.4-04  Omission  of  substantially 
identical  notes. 

If  a  note  covering  substantially  the 
same  subject  matter  is  required  was 
respect  to  two  or  more  financial 
statements  relating  to  the  same  or 
affiliated  persons,  for  which  separate 
sets  o(  noted  are  presented,  the  required 
information  may  be  shown  in  a  note  to 
only  one  of  such  statements:  Provided, 
That  a  clear  and  specific  reference 
thereto  is  made  in  each  of  the  other 
statements  with  respect  to  which  the 
note  is  required. 

§  210.4-05  Valuation  and  qualifying 
accounts. 

Valuation  and  qualifying  accounts 
shall  be  shown  separately  in  financial 
statements  as  deductions  from  the 
specific  assets  to  which  they  apply  or 
parenthetically  on  the  face  of  the 
statements. 

§  210.4-06  Basis  of  determining 
amounts— book  value. 

If  an  instruction  requires  a  statement 
as  to  ‘‘the  basis  of  determining  the 
amount,”  the  basis  shall  be  stated 
specifically.  The  term  ‘‘book  value”  will 
not  be  sufficiently  explanatory  unless,  in 
a  particular  instruction,  it  is  stated  to  be 
acceptable  with  respect  to  a  particular 
item. 

§  210.4-07  Current  assets  and  current 
liabilities. 

If  a  company's  normal  operating  cycle 
is  longer  than  one  year,  generally 
recognized  trade  practices  should  be 
followed  with  respect  to  the  inclusion  or 
exclusion  of  items  in  current  assets  or 
current  liabilities.  An  appropriate 


explanation  of  the  circumstances  should 
be  made  and,  if  practicable,  an  estimate 
given  of  the  amount  not  realizable  or 
payable  within  one  year.  The  amounts 
maturing  in  each  year  (if  practicable) 
along  with  the  interest  rates  or  range  of 
rates  shall  also  be  disclosed.  (See  also 
Release  No.  AS-102.) 

§  210.4-08  Reacquired  evidence  of 
indebtedness. 

Reacquired  evidences  of  indebtedness 
shall  be  deducted  from  the  appropriate 
liability  caption.  However,  reacquired 
evidence  of  indebtedness  held  for 
pension  and  other  special  funds  not 
related  to  the  particular  issues  may  be 
shown  as  assets:  Provided,  That  there 
be  stated  the  amount  of  such  evidences 
of  indebtedness,  the  cost  thereof,  the 
amount  at  which  stated,  and  the  purpose 
for  which  acquired. 

§  210.4-09  Reacquired  shares. 

Reacquired  shares  not  retired  shall  be 
shown  separately  as  a  deduction  from 
the  applicable  account(s)  at  either  par, 
stated  value,  or  cost,  as  appropriate  or 
as  circumstances  require. 

§  210.4-10  Discount  on  shares. 

Discount  on  shares,  or  any 
unamortized  balance  thereof,  shall  be 
shown  separately  as  a  deduction  fi'om 
the*  applicable  account(s)  as 
circumstances  require. 

§  210.4-1 1  General  notes  to  financial 
statements. 

(See  Release  No.  AS-4.) 

It  should  be  recognized  that  generally 
accepted  accounting  principles  must  be 
followed  in  preparing  financial 
statements  filed  with  the  Commission. 
However,  certain  additional  disclosures 
are  required  by  this  rule  and  other  rules 
in  this  Regulation  and,  therefore,  must 
also  be  included  in  the  financial 
statements  being  filed. 

If  applicable  to  the  person  for  which 
the  financial  statements  are  filed,  the 
following  shall  be  set  forth  on  the  face 
of  the  appropriate  statement  or  in 
appropriately  captioned  notes.  If 
disclosure  is  provided  in  a  note, 
appropriate  cross-references  to  the 
applicable  notes  should  be  contained  on 
the  face  of  the  statement.  Appropriate 
cross-references  should  also  be  made  to 
the  disclosures  required  by  generally 
accepted  accounting  principles.  The 
information  shall  be  provided  for  each 
statement  required  to  be  filed,  except 
that  the  information  required  by  items 
(b),  (c),  (d),  (e),  (f),  and  (h)  shall  be 
provided  as  of  the  most  recent  audited 
balance  sheet  and  any  subsequent 
unaudited  balance  sheet  being  filed. 
When  specific  statements  are  presented 
separately,  the  pertinent  notes  shall 


accompany  such  statements  unless 
cross-referencing  is  appropriate. 

(a)  Principles  of  consolidation  or 
combination.  With  regard  to 
consolidated  or  combined  financial 
statements,  refer  to  5  §  210.3A-01  to  SA¬ 
GS  for  requirements  for  supplemental 
information  in  notes  to  the  financial 
statements. 

(b)  Assets  subject  to  lien.  Assets 
mortgaged,  pledged,  or  otherwise 
subject  to  lien,  and  the  approximate 
amounts  thereof,  shall  be  designated 
and  the  obligations  collateralized  briefly 
identified. 

(c)  Default.  The  facts  and  amounts 
concerning  any  default  in  principal, 
interest,  sinking  fund,  or  redemption 
provisions  with  respect  to  any  issue  of 
securities  or  credit  agreements,  or  any 
breach  of  covenant  of  a  related 
indenture  or  agreement,  which  default  or 
breach  existed  at  the  date  of  the  most 
recent  balance  sheet  being  filed  and 
which  has  not  been  subsequently  cured, 
shall  be  stated  in  the  financial 
statements.  If  a  default  or  breach  exists 
but  acceleration  of  the  obligation  has 
been  waived  for  a  stated  period  of  time 
beyond  the  date  of  the  most  recent 
balance  sheet  being  filed,  state  the 
amount  of  the  obligation  and  the  period 
of  the  waiver. 

(d)  Preferred  shares.  (1)  Aggregate 
preferences  on  involuntary  liquidation, 
if  other  than  par  or  stated  value,  shall  be 
shown  parenthetically  in  the  equity 
section  of  the  balance  sheet.  (2) 
Disclosure  shall  be  made  of  any 
restriction  upon  retained  earnings  that 
arises  from  die  fact  that  upon 
involuntary  liquidation  the  aggregate 
preferences  of  the  preferred  shares 
exceeds  the  par  or  stated  value  of  such 
shares. 

(e)  Restrictions  which  limit  the 
availability  of  retained  earnings  or  net 
income  for  dividend  purposes  (see 
Release  No.  AS-35).  Describe  the  most 
restrictive  of  any  such  restrictions,  other 
than  as  reported  in  paragraph  (d)  of  this 
section,  but  including  any  restriction  on 
the  payment  of  dividends  of  a 
subsidiary  to  the  parent,  indicating 
briefly  its  source,  its  pertinent 
provisions,  and,  where  appropriate  and 
determinable,  the  amount  of  retained 
earnings  or  net  income  (1)  so  restricted, 
or  (2)  free  of  such  restrictions. 

(f)  Significant  changes  in  bonds, 
mortgages  and  similar  debL  Any 
significant  changes  in  the  authorized  or 
issued  amounts  of  bonds,  mortgages  and 
similar  debt  since  the  date  of  the  latest 
balance  sheet  being  filed  for  a  particular 
person  or  group  shall  be  stated. 

(g)  Income  tax  expense.  (1)  Amounts 
applicable  to  United  States  Federal 
income  taxes,  to  foreign  income  taxes 
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and  to  other  income  taxes  shall  be 
stated  separately  for  each  major 
component  of  income  tax  expense. 
Amounts  applicable  to  foreign  or  other 
income  taxes  each  of  which  are  less 
than  Hve  percent  of  the  total  of  the 
major  component  need  not  be  separately 
disclosed. 

[2]  If  it  is  expected  that  the  cash 
outlay  for  income  taxes  with  respect  to 
any  of  the  succeeding  three  years  will 
substantially  exceed  income  tax 
expense  for  such  year,  that  fact  should 
be  disclosed  together  with  the 
approximate  amount  of  the  excess,  the 
year  (or  years)  of  occurrence  and  the 
reasons  therefor. 

(3)  Provide  a  reconciliation  in 
comparative  form  between  items  (i)  and 

(ii)  (below)  showing  the  estimated  dollar 
amount  for  each  of  the  items  comprising 
the  differences  between  such  amounts. 

(i)  Reported  income  (loss)  before 
income  tax  expense  (benefit)  and  the 
related  income  tax  expense  (beneht). 

(ii)  Current  Federal  taxable  income 
(loss)  (anticipated  to  be  reported  on  the 
appropriate  tax  form:  this  amount  may 
be  other  than  that  which  is  applicable  to 
U.S.  Federal  taxable  income  if  the 
reporting  entity  is  not  a  U.S. 
corporation)  and  the  related  current  tax 
expense  (benefit). 

The  reconciliation  should  commence 
with  income  and  related  income  tax 
expense  as  reported  in  the  financial 
statements;  from  these  amounts  should 
be  deducted  foreign  income  and  related 
taxes,  state  and  local  income  taxes, 
permanent  differences,  etc.,  arriving  at  a 
subtotal  which  constitutes  reported 
income  upon  which  taxes,  relating  to  the 
reporting  company’s  country  of 
incorporation,  are  provided  in  the 
financial  statements.  From  these  totals, 
timing  differences  and  their  related  tax 
effects  should  be  deducted,  arriving  at 
the  amounts  identihed  in  (ii)  above.  The 
components  (i.e.,  permanent  differences, 
timing  differences,  etc.)  of  foreign 
income  and  the  related  taxes,  if 
applicable,  should  be  shown  separately. 
(An  example  of  this  format,  see  section  I 
of  this  proposal,  will  be  included  with 
the  Hnal  rules,  if  adopted.)  The 
calculation  of  current  tax  expense 
should  be  presented  indicating  income 
multiplied  by  the  applicable  rate(s)  (i.e., 
statutory  rate,  capital  gains  rate,  or 
applicable  foreign  rates  if  the  reporting 
person  is  a  foreign  entity)  less 
applicable  credits.  If  no  individual 
reconciling  item  amounts  to  more  than 
five  percent  of  the  amount  computed  by 
multiplying  income  before  tax  by  the 
applicable  statutory  Federal  income  tax 
rate,  and  the  total  difference  to  be 
reconciled  is  less  than  Rve  percent  of 
such  amount,  no  reconciliation  need  be 


provided  unless  it  would  be  significant 
in  appraising  the  trend  of  earnings. 
However,  the  calculation  of  the  current 
tax  expense  should  be  presented. 
Reconciling  items  that  are  individually 
less  than  five  percent  of  the  computed 
amount  may  be  aggregated  in  the 
reconciliation. 

(h)  Warrants  or  rights  outstanding. 
Information  with  respect  to  warrants  or 
ri^ts  outstanding  at  the  date  of  the 
related  balance  sheet  shall  be  set  forth 
as  follows: 

(1)  Title  of  issue  of  securities  called 
for  by  warrants  or  rights. 

(2)  Aggregate  amount  of  securities 
called  for  by  warrants  or  rights 
outstanding. 

(3)  Date  from  which  warrants  or  rights 
are  exercisable. 

(4)  Price  at  which  warrant  or  right  is 
exercisable. 

(i)  Leased  assets  and  lease 
commitments.  (1)  leased  assets  and 
lease  commitments  of  regulated 
enterprises  subject  to  the  rate-making 
process,  (i)  Paragraph  (1)  of  this  section 
is  applicable  to  all  regulated  enterprises 
subject  to  the  rate-making  process  that 
do  not  record  capital  leases  as  assets 
with  associated  liabilities. 

(ii)  The  following  information  shall  be 
provided  for  capital  leases  covered  by 
this  rule: 

(A)  As  of  the  date  for  each  required 
balance  sheet,  the  aggregate  amounts  of 
the  assets  and  liabilities  that  would 
have  been  recorded  in  the  accounts  had 
all  leases  meeting  the  definition  of  a 
capital  lease  been  recorded. 

(B)  For  each  period  for  which  an 
income  statement  is  required,  the 
aggregate  effect  on  expenses  had  all 
assets  obtained  throu^  leases  meeting 
the  definition  of  a  capital  lease  been 
recorded  as  assets  with  associated 
liabilities  and  any  additional 
information  management  believes  is 
necessary  as  to  the  rate-making  process. 

(2)  Leased  assets  and  lease 
commitments  of  enterprises  which  are 
not  covered  by  paragraph  (1).  The 
financial  statement  requirements  in 
SFAS  No.  13,  “Accounting  for  Leases," 
shall  be  applied  in  financial  statements 
Bled  for  fiscal  years  ended  after 
December  24, 1978  with  regard  to  all 
leases  except  for  companies  where  a 
problem,  as  defined  below,  exists.  The 
problem  and  its  potential  impact  should 
be  disclosed  in  the  footnotes  to  the 
financial  statements.  For  purposes  of 
this  paragraph  "problem"  is  defined  as: 
that  situation  where  capitalization  of 
capital  leases  as  defined  in  SFAS  No.  13 
would  result  in  the  violation  or  probable 
future  violation  expected  to  occur  prior 
to  fiscal  years  beginning  after  December 
31, 1980  of  a  restrictive  clause  in  an 


existing  loan  indenture  or  other 
agreement 

(j)  Interest  cost  Disclosure  shall  be 
provided  for  each  period  for  which  an 
income  statement  is  presented  of  the 
amount  of  interest  cost  incurred  and  the 
respective  amounts  expensed  or 
capitalized. 

(k)  Disagreements  on  accounting  and 
financial  disclosure  matters.  If,  (1) 
within  the  twenty-four  months  prior  to 
the  date  of  the  most  recent  financial 
statements,  a  Form  8-K  has  been  filed 
reporting  a  change  of  accountants,  (2) 
included  in  the  Form  8-K  there  was  a 
reported  disagreement  on  any  matter  of 
accounting  principles  or  practices  or 
financial  statement  disclosure,  (3)  during 
the  fiscal  year  in  which  the  change  of 
accountants  took  place  or  during  the 
subsequent  fiscal  year  there  have  been 
any  transactions  or  events  similar  to 
those  which  involved  the  reported 
disagreement,  and  (4)  such  transactions 
or  events  were  material  and  were 
accounted  for  or  disclosed  in  a  manner 
different  fi'om  that  which  the  former 
accountants  apparently  would  have 
concluded  was  required,  state  the 
existence  and  nature  of  the 
disagreement  and  also  state  the  effect 
on  the  financial  statements  if  the 
method  had  been  followed  which  the 
former  accountants  apparently  would 
have  concluded  was  required.  These 
disclosures  need  not  be  made  if  the 
method  asserted  by  the  former 
accountants  ceases  to  be  generally 
accepted  because  of  authoritative 
standards  or  interpretations 
subsequently  issued. 

(l)  Transactions  with  related  parties. 

(1)  The  financial  statements  filed  shall 

disclose  transactions  with,  investments 
in,  and  balances  due  to  or  from  related 
parties  that  are  material,  individually  or 
in  the  aggregate.  This  disclosure  should 
include  the  following: 

(1)  The  nature  of  the  relationship(s). 

(ii)  A  description  of  the  transactions 
(summarized  when  appropriate)  for  the 
periods  for  which  an  income  statement 
is  presented,  including  amounts,  if  any, 
and  such  other  information  as  is  deemed 
necessary  to  an  understanding  of  the 
efiects  on  the  financial  statements. 

(iii)  The  dollar  volume  of  transactions 
and  the  effects  of  any  change  in  the. 
method  of  establishing  terms  from  that 
used  in  the  preceding  period. 

(iv)  Amounts  due  to  or  from  related 
parties  and,  if  not  otherwise  apparent, 
the  terms  and  manner  of  settlement. 

(v)  Amount  of  investments  in  related 
parties. 

(2)  In  cases  where  separate  financial 
statements  are  presented  for  the 
registrant,  certain  investees,  or 
subsidiaries,  separate  disclosure  shall 
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be  made  in  such  statements  of  the 
amounts  in  the  related  consolidated 
Hnancial  statements  which  are  (i) 
eliminated  and  (ii)  not  eliminated.  Also, 
any  intercompany  profits  or  losses 
resulting  from  transactions  with  related 
parties  and  not  eliminated  and  the 
effects  thereof  shall  be  disclosed. 

(3)  Disclosure  should  be  made  on  the 
face  of  the  balance  sheet,  income 
statement,  or  statement  of  changes  in 
financial  position  for  any  material 
related  party  receivable  or  payable; 
revenue,  expense,  gain  or  loss;  or  cash 
flows,  respectively.  Relevant  details 
regarding  these  amounts  should  be 
provided  in  the  footnotes. 

(4)  With  respect  to  the  classiHcation 
of  current  amounts  due  from  related 
parties,  consideration  should  be  given  to 
the  intent  and  the  net  current  asset 
position  of  such  related  parties  in 
determining  whether  such  receivable 
justifies  a  current  classification. 

(m)  Supplementary  income  statement 
information.  The  following  information 
with  respect  to  certain  income  statement 
items  shall  be  disclosed  in  a  note  to  the 
financial  statements,  if  such  item 
exceeds  one  percent  of  total  sales  and 
revenues  as  reported  in  the  related 
income  statement: 

(1)  Maintenance  and  repairs. 

(2)  Depreciation  and  amortization  of 
intangible  assets,  preoperating  costs  and 
similar  deferrals.  (State  separately  each 
category  of  cost  itemized.) 

(3)  Taxes,  other  than  income  taxes. 
(State  separately  each  category  of  tax 
which  exceeds  one  percent  of  total  sales 
and  revenues.) 

(4)  Royalties. 

(5)  Advertising  costs.  (Include  all 
costs  related  to  advertising  the 
company’s  name,  products  or  services  in 
newspapers,  periodicals  or  other 
advertising  media.) 

§  210.4-12 

No  change  from  present  Rule  §  210.3- 

17. 

§  210.4-13 

No  change  from  present  Rule  §  210.3- 

18. 

***** 

4.  By  amending  Article  5  §  §  210.5-01 
thru  210.5-04  to  read  as  follows: 

Commercial  and  Industrial  Companies 

§  210.5-01  Application  of  §§  210.5-01  to 
210.5-04. 

(a)  Section  210.5-01  to  210.5-04  shall 
be  applicable  to  financial  statements 
filed  for  all  persons  except - 

(1)  Management  investment 
companies  (see  S  §  210.8-01  to  210.6-10). 

(2)  Unit  investment  trusts  (see 
S§  210.6-10a  to  210.6-13). 


(3)  Face  amount  certificate  investment 
companies  (see  §  §  210.6-20  to  210.6-24). 

(4)  employee  stock  purchase,  savings 
and  similar  plans  (see  §  §  210.6-30  to 
210.6-34). 

(5)  Insurance  companies  other  than 
title  insurance  companies  (see  §  §  210.7- 
01  to  210.7-06  and  §§  210.7a-01  to 
210.7a-06). 

(6)  Committees  issuing  certificates  of 
deposit  (see  §  §  210.8-01  to  210.8-03). 

(7)  Bank  holding  companies  and  banks 
(see  §§  210.9-01  to  210.9-05). 

(8)  Brokers  and  dealers  when  filing 
Forms  X-17A-5  and  X-17A-10 

(§  249.617[  (see  §§  240.17a-5  and 
240.17a-10  under  the  Securities 
Exchange  Act  of  1934). 

(b)  Companies  in  the  development 
stage.  Section  210.5A-02  prescribes 
additional  information  to  be  included  in 
financial  statements  filed  by  companies 
in  the  development  stage. 

§  210.5-02  Balance  sheets. 

Except  as  otherwise  permitted  by  the 
Commission,  the  balance  sheets  filed  for 
persons  to  whom  this  article  is 
applicable  shall  comply  with  the 
following  provisions  [see  §  210.4-01  (a) 
and  Release  No.  AS-41]. 

Assets  and  Other  Debits 

Current  Assets,  When  Appropriate  (see 
§  210.4-07) 

§  210.5-02.1  Cash  and  cash  items. 

Separate  disclosure  shall  be  made  of 
the  cash  and  cash  items  which  are 
restricted  as  to  withdrawal  or  usage. 

The  provisions  of  any  restrictions  shall 
be  described  in  a  referenced  footnote. 
Restrictions  may  include  legally 
restricted  deposits  held  as  compensating 
balances,  contracts  entered  into  with 
others,  or  company  statements  of 
intention  with  regard  to  particular 
deposits  (see  also  Release  No.  AS-148); 
however,  time  deposits  and  short-term 
certificates  of  deposit  are  not  generally 
included  in  legally  restricted  deposits.  In 
cases  where  compensating  balance 
arrangements  exist  but  are  not 
agreements  which  legally  restrict  the  use 
of  cash  amounts- shown  on  the  balance 
sheet,  describe  in  the  notes  to  the 
financial  statements  these  arrangements 
and  the  amount  involved,  if 
determinable,  for  the  most  recent 
audited  balance  sheet  required  and  for 
any  subsequent  unaudited  balance  sheet 
required  in  the  notes  to  the  financial 
statements.  Compensating  balances  that 
are  maintained  under  an  agreement  to 
assure  future  credit  availability  shall  be 
disclosed  in  the  notes  to  the  financial 
statements  along  with  the  amount  and 
terms  of  such  agreement. 


§  210.5-02.2  Marketable  securities. 

The  accounting  and  disclosure 
requirements  for  current  marketable 
equity  securities  are  specified  by 
generally  accepted  accounting 
principles.  With  respect  to  all  other 
current  marketable  securities,  state, 
parenthetically  or  otherwise,  the  basis 
of  determining  the  aggregate  amount 
shown  in  the  balance  sheet,  along  with 
the  alternatives  of  the  aggregate  cost  or 
the  aggregate  market  value  at  the 
balance  sheet  date. 

§  210.5-02.3  Accounts  and  notes 
receivable. 

(a)  State  separately  amounts 
receivable  from  (1)  customers  (trade);  (2) 
related  parties  (see  §  210.4-11(1);  (3) 
underwriters,  promoters,  and  employees 
(other  than  related  parties)  which  arose 
in  other  than  the  ordinary  course  of 
business:  and  (4)  others,  (bj  If  the 
aggregate  amount  of  notes  receivable, 
exceeds  10  percent  of  the  aggregate 
amount  of  receivables,  the  above 
information  shall  be  set  forth  separately 
for  accounts  receivable  and  notes 
receivable,  (c)  If  receivables  include 
amounts  due  under  long-term  contracts 
(see  §  210.5-02.6(d)),  state  separately  in 
the  balance  sheet  or  in  a  note  to  the 
financial  statements  the  following 
amounts: 

(1)  Balances  billed  but  not  paid  by 
customers  under  retainage  provisions  in 
contracts. 

(2)  Amounts  representing  the 
recognized  sales  value  of  performance 
and  such  amounts  that  had  not  been 
billed  and  were  not  billable  to 
customers  at  the  date  of  the  balance 
sheet.  Inculde  a  general  description  of 
the  prerequisites  for  billing. 

(3)  Billed  or  unbilled  amounts 
representing  claims  or  other  similar 
items  subject  to  uncertainty  concerning 
their  determination  of  ultimate 
realization.  Include  a  description  of  the 
nature  and  status  of  the  principal  items 
comprising  such  amount. 

(4)  With  respect  to  (1)  through  (3) 
above,  also  state  the  amounts  included 
in  each  item  which  are  expected  to  be 
collected  after  one  year.  Also  state,  by 
year,  if  practicable,  when  the  amounts 
of  retainage  (see  (1)  above)  are  expected 
to  be  collected. 

§  210.5-02.4  Allowances  for  doubtful 
accounts  and  notes  receivable. 

§  210.5-02.5  Unearned  income. 

§  210.5-02.6  Inventories. 

(a)  State  separately  here,  or  in  a  note 
referred  to  Herein,  if  practicable,  the 
major  classes  of  inventory  such  as:  (1) 
finished  goods;  (2)  inventoried  costs 
relating  to  long-term  contracts  or 
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programs  (see  (d)  below  and  §  210.4-07); 
(3)  work  in  process  (see  S  210.4-07);  (4) 
raw  materials;  and  (5)  supplies. 

(b)  The  basis  of  determining  the 
amounts  shall  be  stated. 

If  “cost”  is  used  to  determine  any 
portion  of  the  inventory  amounts,  the 
description  of  this  method  shall  include 
the  nature  of  the  cost  elements  included 
in  inventory. 

The  method  by  which  amounts  are 
removed  from  inventory  (e.g.,  “average 
cost,”  “first-in,  first-out,”  “last-in,  first- 
out,”  “estimated  average  cost  per  unit”) 
shall  be  described.  If  the  estimated 
average  cost  per  unit  is  used  as  a  basis 
to  determine  amounts  removed  from 
inventory  under  a  total  program  or 
similar  basis  of  accounting,  the  principal 
assumptions  (including,  where 
meaningful,  the  aggregate  munber  of 
units  expected  to  be  delivered  under  the 
program,  the  number  of  units  delivered 
to  date  and  the  number  of  units  on 
order)  shall  be  disclosed. 

If  any  general  and  administrative 
costs  are  charged  to  inventory,  state  in  a 
note  to  the  financial  statements  the 
aggregate  amount  of  the  general  and 
administrative  costs  inclurred  in  each 
period  and  the  actual  or  estimated 
amount  remaining  in  inventory  at  the 
date  of  each  balance  sheet. 

(c)  If  the  LIFO  inventory  method  is 
used,  the  excess  of  replacement  or 
current  cost  over  stated  LIFO  value 
shall,  if  material,  be  stated 
parenthetically  or  in  a  note  to  the 
financial  statements. 

(d)  For  purposes  of  §§  210.5-02.3  and 
210.5-02.6,  long-term  contracts  or 
programs  include  (1)  all  contracts  or 
programs  for  which  gross  profits  are 
recognized  on  a  percentge-of-completion 
method  of  accounting  or  any  variant 
thereof  (e.g.,  delivered  unit  cost  to  cost 
physical  completion),  and  (2)  any 
contracts  or  programs  accounted  for  on 
a  completed  contract  basis  of 
accoimting  where,  in  either  case,  the 
contracts  or  programs  have  associated 
with  them  material  amounts  of 
inventories  or  unbilled  receivables  and 
where  such  contracts  or  programs  have 
been  or  are  expected  to  be  performed 
over  a  period  of  more  than  twelve 
months.  Contracts  or  programs  of 
shorter  duration  may  also  be  included,  if 
deemed  appropriate. 

For  all  long-term  contracts  or 
programs,  the  following  information,  if 
applicable,  shall  be  stated  in  a  note  to 
the  financial  statements: 

(i)  The  aggregate  amount  of 
manufacturing  or  production  costs  and 
any  related  deferred  costs  (e.g.,  initial 
tooling  costs)  which  exceeds  the 
aggregate  estimated  cost  of  all  in- 
process  and  delivered  units  on  the  basis 


of  the  estimated  average  cost  of  all  units 
’expected  to  be  produced  under  long¬ 
term  contracts  and  programs  not  yet 
complete,  as  well  as  that  portion  of  such 
amount  which  would  not  be  absorbed  in 
cost  of  sales  based  on  existing  firm 
orders  at  the  latest  balance  sheet  date. 
In  addition,  if  practicable,  disclose  the 
amount  of  deferred  costs  by  type  of  cost 
(e.g.,  initial  tooling,  deferred  production, 
etc.). 

(ii)  The  aggregate  amount  representing 
claims  or  other  similar  items  subject  to 
imcertainty  concerning  their 
determination  or  ultimate  realization, 
and  include  a  description  of  the  nature 
and  status  of  the  principal  items 
comprising  such  aggregate  amount  • 

(iii)  The  amount  of  progress  payments 
netted  against  inventory  at  the  date  of 
the  balance  sheet. 

§  210.5-02.7  Other  current  assets. 

State  separately  any  amoimts  in 
excess  of  five  percent  of  total  current 
assets. 

§  210.5-02.0  Prepaid  expenses. 

§  210.5-02.9  Total  current  assets,  when 
appropriate. 

§  210.5-02. 10  Securities  of  related  parties. 

(See  S  210.4-11(1).) 

§  210.5-02. 1 1  Indebtedness  of  related 
parties— not  current 

(See  §  210.4-11(1).) 

§  210.5-02.12  Other  investments. 

The  accounting  and  disclosure 
requirements  for  non-current  marketable 
equity  securities  are  specified  by 
generally  accepted  accounting 
principles.  With  respect  to  other  security 
investments  and  any  other  investment 
state,  parenthetically  or  otherwise,  the 
basis  of  determining  the  aggregate 
amounts  shown  in  the  balance  sheet, 
along  with  the  alternate  of  the  aggregate 
cost  or  aggregate  market  value  at  the 
balance  sheet  date. 

§  210.5-02.13  Property,  plant  and 
equipment 

(a)  State  the  basis  of  determining  the 
amounts. 

(b)  Tangible  and  intangible  utility 
pleuit  of  a  public  utility  company  shall 
be  segregated  so  as  to  show  separately 
the  original  cost,  plant  acquisition 
adjustments,  and  plant  adjustments,  as 
required  by  the  system  of  accounts 
prescribed  by  the  applicable  regulatory 
authorities.  This  rule  shall  not  be 
applicable  in  respect  to  companies 
whidi  are  not  required  to  make  such  a 
classification. 


§  210.5-02.14  Accumulated  depredation, 
depletion,  and  amortization  of  property, 
plant  and  equipment 

§  210.5-02. 15  Intangible  assets. 

State  separately  each  class  of  such 
assets  which  is  in  excess  of  five  percent 
of  the  total  assets,  along  with  the  basis 
of  determining  the  respective  amounts. 
Any  significant  addition  or  deletion 
shall  be  explained  in  a  note. 

§  210.5-02.16  Accumulated  depreciation 
and  amortization  of  intangible  assets. 

§  210.5-02.17  Other  assets. 

State  separately  any  other  item  not 
properly  classed  in  one  of  the  preceding 
asset  captions  which  is  in  excess  of  five 
percent  of  total  assets.  Any  significant 
addition  or  deletion  should  be  explained 
in  a  note.  With  respect  to  any  significant 
deferred  charge,  state  the  policy  for 
deferral  and  amortization. 

§  210.5-02.18  Total  assets  and,  when 
appropriate,  other  debits. 

Liabilities  and  Stockholders’  Equity 

Current  Liabilities,  When  Appropriate 
(See  §  210.4-07) 

§  210.5-02.19  Accounts  and  notes 
payable. 

(a)  State  separately  amounts  payable 
to  (1)  banks  for  borrowings:  (2)  factors 
or  other  financial  institutions  for 
borrowings:  (3)  holders  of 
commercial  paper:  (4)  trade  creditors: 

(5)  related  parties  (see  §  210.4-11(1)); 

(6)  underwriters,  promoters,  and 
employees  (other  than  related  parties); 
and  (7)  others. 

(b)  The  weighted  average  interest  rate 
and  general  terms  (as  well  as  formal 
provisions  for  the  extension  of  the 
maturity)  of  each  category  of  aggregate 
short-term  borrowings  (the  sum  of  items 
(a)(1),  (a)(2)  and  (a)(3)  above)  reflected 
on  each  balance  sheet  required  shall  be 
disclosed  along  with  the  maximum 
amount  of  aggregate  short-term 
borrowings  outstanding  at  any  month 
end  (or  similar  time  period)  during  each 
period  for  which  an  end-of-period 
balance  sheet  is  required.  In  addition, 
the  approximate  average  aggregate 
short-term  borrowings  outstanding 
during  the  period  and  the  approximate 
weighted  average  interest  rate  (and  a 
brief  description  of  the  means  used  to 
compute  such  averages)  for  such 
aggregate  short-term  borrowings  shall 
be  disclosed  in  the  notes  to  the  financial 
statements. 

(c)  The  amount  and  terms  (including 
commitment  fees  and  the  conditions 
under  which  lines  may  be  withdrawn)  of 
unused  lines  of  credit  for  short-term 
financing  shall  be  disclosed,  if 
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significant,  in  the  notes  to  the  financial 
statements.  The  amount  of  these  lines  of 
credit  which  support  a  commercial 
paper  borrowing  arrangement  or  similar 
arrangement  shall  be  separately 
identified. 

§  210.5-02.20  Other  current  liabilities. 

State  separately  any  item  in  excess  of 
5  percent  of  total  current  liabilities.  Such 
items  may  include,  but  are  not  limited 
to,  ge  a24ja2.041[ll,32]accrued  payrolls, 
accrued  interest,  taxes,  indicating  the 
current  portion  of  deferred  income 
taxes,  and  the  current  portion  of  long¬ 
term  debt.  Remaining  items  may  be 
shown  in  one  amount. 

§  210.5-02.21  Total  current  liabilities, 
when  appropriate. 

Long-Term  Debt 

§  210.5-02.22  Bonds,  mortgages  and 
other  long-term  debt,  including  capitaiized 
leases. 

(a)  State  separately  here,  or  in  a  note 
referred  to  herein,  each  issue  or  type  of 
obligation  and  such  information  as  will 
indicate  (see  §  210.4-08):  (1)  the  general 
character  of  each  type  of  debt  including 
the  rate  of  interest;  (2)  the  date  of 
maturity,  or,  if  maturing  serially,  a  brief 
indication  of  the  serial  maturities,  such 
as  “maturing  serially  from  1980  to  1990": 
(3)  if  the  payment  of  principal  or  interest 
is  contingent,  an  appropriate  indication 
of  such  contingency;  (4)  a  brief 
indication  of  priority:  (5)  if  convertible, 
the  basis;  and  (6)  the  combined 
aggregate  amount  of  maturities  and 
sinking  fund  requirements  for  all  issues, 
each  year  for  the  five  years  following 
the  date  of  the  balance  sheet.  For 
amounts  owed  to  related  parties,  see 

§  210.4-11(1). 

(b)  Jhe  amount  and  terms  (including 
commitment  fees  and  the  conditions 
under  which  commitments  may  be 
withdrawn)  of  unused  commitments  for 
long-term  financing  arrangements  that 
would  be  disclosed  under  this  rule  if 
used  shall  be  disclosed  in  the  notes  to 
the  financial  statements  if  significant. 

§  2 1 0.5-02.23  Indebtedness  to  related 
parties— noncurrent. 

Include  under  this  caption 
indebtedness  to  related  parties  as 
required  under  S  210.4-11(1). 

§  210.5-02.24  Other  liabilities. 

State  separately  any  item  not  properly 
classified  in  one  of  the  preceding 
liability  captions  which  is  in  excess  of  5 
percent  of  total  liabilities. 


§  210.5-02.25  Commitments  and 
contingent  liabilities. 

§  210.5-02.26  Deferred  credits. 

State  separately  amounts  for  (a) 
deferred  income  taxes,  (b)  deferred  tax 
credits,  and  (c)  material  items  of 
deferred  income. 

Minority  Interests 

§  210.5-02.27  Minority  interests  in 
consolidated  subsidiaries. 

State  separately  in  a  note  referred  to 
herein  amounts  represented  by 
preferred  stock  and  the  applicable 
dividend  requirements  if  the  preferred 
stock  is  material  in  relation  to  the 
consolidated  stockholders’  equity. 

Redeemable  Preferred  Stocks 

§  210.5-02.28  Preferred  stocks  subject  to 
mandatory  redemption  requirements  or 
whose  redemption  is  outside  the  control  of 
the  issuer. 

(a)  Include  under  this  caption  amounts 
applicable  to  any  class  of  stock  which 
has  any  of  the  following  characteristics: 

(1)  it  is  redeemable  at  a  fixed  or 
determinable  price  on  a  fixed  or 
determinable  date  or  dates,  whether  by 
operation  of  a  sinking  fund  or  otherwise; 

(2)  it  is  redeemable  at  the  option  of  the 
holder;  or  (3)  it  has  conditions  for 
redemption  which  are  not  solely  within 
the  control  of  the  issuer,  such  as  stocks 
which  must  be  redeemed  out  of  future 
earnings.  Amounts  attributable  to 
preferred  stock  which  is  not  redeemable 
or  is  redeemable  solely  at  the  option  of 
the  issuer  shall  be  included  under 

§  210.5-02.29  unless  it  meets  one  or  more 
of  the  above  criteria. 

(b)  State  on  the  face  of  the  balance 
sheet  the  title  of  each  issue,  the  carrying 
amount,  and  redemption  amount.  Show 
also  the  dollar  amount  of  any  shares 
subscribed  but  unissued,  and  show  the 
deduction  of  subscriptions  receivable 
therefrom.  If  the  carrying  value  is 
different  from  the  redemption  amount, 
describe  the  accounting  treatment  for 
such  difference  in  the  note  required  by 

§  210.5-02.28(c).  State  on  the  face  of  the 
balance  sheet  or  in  the  note,  referred  to 
herein,  for  each  issue,  the  number  of 
shares  authorized  and  the  number  of 
shares  issued  or  outstanding,  as 
appropriate  [See  §  §  210.4-09  and  210.4- 
10). 

(c)  State  in  a  separate  note  captioned 
“Redeemable  Preferred  Stocks”  (1)  a 
general  description  of  each  issue, 
including  its  redemption  features  (e.g. 
sinking  fund,  at  option  of  holders,  out  of 
future  earnings)  and  the  rights,  if  any,  of 
holders  in  the  event  of  default,  including 
the  effect,  if  any,  on  junior  securities  in 
the  event  a  required  dividend,  sinking 
fund,  or  other  redemption  payment(s)  is 
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not  made;  (2)  the  combined  aggregate 
amount  of  redemption  requirements  for 
all  issues  each  year  for  the  five  years 
following  the  date  of  the  latest  balance 
sheet;  and  (3)  the  changes  in  each  issue 
for  each  period  for  which  an  income 
statement  is  required  to  be  filed.  (See 
also  §  210.4-ll(d).] 

(d)  Securities  reported  under  this 
caption  are  not  to  be  included  under  a 
general  heading  "stockholders'  equity" 
or  combined  in  a  total  with  items 
described  in  captions  29,  30  or  31  which 
follow. 

Non-Redeemable  Preferred  Stocks' 

§  210.5-02.29  Preferred  stocks  which  are 
not  redeemable  or  are  redeemable  solely  at 
the  option  of  the  Issuer. 

State  on  the  face  of  the  balance  sheet 
the  title  of  each  issue  and  the  dollar 
amount  thereof.  Show  also  the  dollar 
amount  of  any  shares  subscribed  by 
unissued,  and  show  the  deduction  of 
subscriptions  receivable  therefrom. 

State  on  the  face  of  the  balance  sheet  or 
in  a  note,  for  each  issue,  the  number  of 
shares  authorized  and  the  number  of 
shares  issued  or  outstanding,  as 
appropriate  [see  §  §  210.4-09  and  210.4- 
10].  Show  in  a  note  or  statement  referred 
to  herein  the  changes  in  each  class  of 
preferred  shares  reported  under  this 
caption  for  each  period  for  which  an 
income  statement  is  required  to  be  filed. 
(See  also  §  210.4-ll(d).j 

Common  Stocks 

§  210.5-02.30  Common  stocks. 

For  each  class  of  common  shares 
state,  on  the  face  of  the  balance  sheet, 
the  title  of  the  issue,  the  number  of 
shares  authorized,  the  number  of  shares 
issued  or  outstanding,  as  appropriate 
(see  §§  210.4-09  and  210.4-10),  and  the 
dollar  amount  thereof,  and,  if 
convertible,  the  basis  of  conversion  [see 
also  §  210.4-ll(d)].  Show  also  the  dollar 
amount  of  any  common  shares 
subscribed  but  unissued,  and  show  the 
deduction  of  subscriptions  receivable 
thereform.  Show  in  a  note  or  statement 
referred  to  herein  the  changes  in  each 
class  of  common  shares  for  each  period 
for  which  an  income  statement  is 
required  to  be  filed. 

Other  Stockholders’  Equity 

§  210.5-02.31  Other  stockholders'  equity. 

(a)  Separate  captions  shall  be  shown 
for  (1)  additional  paid-in  capital,  (2) 
other  additional  capital  and  (3)  retained 
earnings  (i)  appropriated  and  (ii) 
unappropriated.  [See  §  210.4-ll(e).] 

(b)  If  undistributed  earnings  of 
unconsolidated  subsidiaries  and  50 
percent  or  less  owned  persons  are 
included,  state  the  amount  in  each 
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category  parenthetically  or  in  a  note 
referred  to  herein. 

(c)  For  a  period  of  at  least  10  years 
subsequent  to  the  effective  date  of  a 
quasi-reorganization,  any  description  of 
retained  earnings  shall  indicate  the 
point  in  time  from  which  the  new 
retained  earnings  dates  and  for  a  period 
of  at  least  three  years  shall  indicate  the 
total  amount  of  the  deficit  eliminated. 

(d)  A  summary  of  each  account  under 
this  caption  setting  forth  the  information 
prescribed  in  Rule  11-02  [§  210.11-02] 
shall  be  given  in  a  note  or  statement 
referred  to  herein,  for  each  period  for 
which  an  income  statement  is  required 
to  be  filed. 

§  210.5-02.32  Total  liabilities  and 
stockholders’  equity. 

§  210.5-03  Income  statements. 

Except  as  otherwise  permitted  by  the 
Commission,  the  income  statements 
filed  for  persons  to  whom  this  article  is 
applicable  shall  comply  with  the 
provisions  of  this  rule  (see  §  210.4-01(a) 
and  Release  No.  AS-41). 

If  income  is  derived  from  more  than 
one  of  the  subcaptions  described  imder 
§  210.5-03.1,  each  class  which  is  not 
more  than  10  percent  of  the  sum  of  the 
items  may  be  combined  with  another 
class.  If  these  items  are  combined, 
related  costs  and  expenses  as  described 
under  §  210.5-03.2  shall  be  combined  in 
the  same  manner. 

§  210.5-03.1  Net  sales  and  gross 
revenues. 

State  separately  (a)  net  sales  of 
tangible  products  (gross  sales  less 
discounts,  returns  and  allowances],  (b) 
operating  revenues  of  public  utilities  or 
others;  (c)  income  from  rentals;  (d) 
revenues  from  services;  and  (e)  other 
revenues.  Amounts  earned  from 
transactions  with  related  parties  shall 
be  disclosed  as  required  under  §  210.4- 
11(1).  A  public  utility  company  using  a 
uniform  system  of  accounts  or  a  form  for 
annual  report  prescribed  by  federal  or 
state  authorities,  or  a  similar  system  or 
report,  shall  follow  the  general 
segregation  of  operating  revenues  and 
operating  expenses  reported  under 
§  210.5-03.2  prescribed  by  such  system 
or  report.  If  the  total  of  sales  and 
revenues  reported  under  this  caption 
includes  excise  taxes  in  an  amount 
equal  to  1  percent  or  more  of  such  total, 
the  amount  of  such  excise  taxes  shall  be 
shown  parenthetically  or  otherwise. 

§  210.5-03.2  Costs  and  expenses 
applicable  to  sales  and  revenues. 

State  separately  the  amount  of  (a) 
cost  of  tangible  goods  sold,  (b)  operating 
expenses  of  public  utilities  or  others,  (c) 
expenses  applicable  to  rental  income. 


(d)  cost  of  services,  an*d  (e)  expenses 
applicable  to  other  revenues.  ' 
Merchandising  organizations,  both 
wholesale  and  retail,  may  include 
occupancy  and  buying  costs  under 
caption  2(a).  Amounts  of  costs  and 
expenses  incurred  from  transactions 
with  related  parties  shall  be  disclosed 
as  required  under  §  210.4-11(1). 

§  210.^3.3  Other  operating  costs  and 
expenses. 

State  separately  any  material  amounts 
not  included  under  caption  2  above. 

§  210.5-03.4  Selling,  general  and 
administrative  expenses. 

§  210.5-03.5  Provision  for  doubtful 
accounts  and  notes. 

§  210.5-03.6  Other  general  expenses. 

Include  items  not  normally  included  in 
caption  4  above.  State  separately  any 
material  item. 

§  210.5-03.7  Non-operating  income. 

State  separately  amounts  earned  from 

(a)  dividends,  (b)  interest  on  securities, 
(cj  profits  on  securities  (net  of  losses), 
and  (d)  miscellaneous  other  income. 
Amounts  earned  from  transactions  in 
securities  of  related  parties  shall  be 
disclosed  as  required  under  §  210.4- 
11(1).  Material  amounts  included  under 
miscellaneous  other  income  shall  be 
separately  stated,  indicating  clearly  the 
nature  of  the  transactions  out  of  which 
the  items  arose. 

§  210.5-03.8  Interest  and  amortization  of 
debt  discount  and  expense. 

§  210.5-03.9  Non-operating  expenses. 

State  separately  amounts  of  (a)  losses 
on  securities  (net  or  profits)  and  (b) 
miscellaneous  income  deductions. 
Material  amounts  included  under 
miscellaneous  income  deductions  shall 
be  separately  stated,  indicating  clearly 
the  nature  of  the  transactions  out  of 
which  the  items  arose. 

§  210.5-03.10  Income  or  loss  before 
Income  tax  expense  and  appropriate  Items 
below. 

§  210.5-03.1 1  Income  tax  expense. 

Include  under  this  caption  only  taxes 
based  on  income  (see  §  210.4-ll(g)). 

§  2103-03.12  Minority  interest  In  income 
of  consolidated  subsidiaries. 

§  210.5-03.13  Equity  in  earnings  of 
unconsolidated  subsidiaries  and  50  percent 
or  less  owned  persons. 

State,  parenthetically  or  in  a  note 
referred  to  herein,  the  amount  of 
dividends  received  from  such  persons.  If 
justified  by  the  circumstances,  this  item 
may  be  presented  in  a  different  position 


and  a  different  manner  (see  §  210.4- 
01(a)). 

§  210.5-03.14  Income  or  loss  from 
continuing  operations. 

§  210.5-03.15  Discontinued  operations. 

§  210.5-03.16  Income  or  loss  before 
extraordinary  items  and  cumulative  effects 
of  changes  in  accounting  principles. 

§  210.5-03.17  Extraordinary  items,  less 
applicable  tax. 

§  2 1 0.5-03. 1 8  Cumulative  effects  of 
changes  in  accounting  principles. 

§  210.5-03.19  Net  income  or  loss.  (See 
§  210.5-02.31). 

§  210.5-03.20  Earnings  applicable  to 
common  stock. 

§  210.5-03.21  Earnings  per  share  date. 

§  210.5-04  What  schedules  are  to  be  filed. 

(a)  Except  as  expressly  provided 
otherwise  in  the  applicable  form — 

(1)  The  schedules  specified  below  in 
this  section  as  Schedules  I,  VII,  IX,  X, 
and  XI  shall  be  filed  as  of  the  dates  of 
the  most  recent  audited  balance  sheet 
and  any  subsequent  unaudited  balance 
sheet  being  filed  for  each  person  or 
group. 

(2)  The  schedules  specified  below  in 
this  section  as  Schedules  II.  Ill,  IV,  V, 

VI,  and  VIII  shall  be  filed  for  each 
person  or  group  for  each  of  the  latest 
two  fiscal  years  preceding  the  date  of 
the  most  recent  audited  balance  sheet 
and  for  the  interim  period,  if  any, 
between  the  end  of  the  most  recent  such 
fiscal  year  and  the  date  of  the  most 
recent  balance  sheet  being  filed. 

(b)  When  information  is  required  in 
schedules  for  both  the  registrant  and  the 
registrant  and  its  subsidiaries 
consolidated  it  may  be  presented  in  the 
form  of  a  single  schedule;  Provided, 

That  items  pertaining  to  the  registrant 
are  separately  shown  and  that  such 
single  schedule  affords  a  properly 
summarized  presentation  of  the  facts.  If 
the  information  required  by  any 
schedule  (including  the  notes  thereto] 
may  be  shown  in  the  related  financial 
statement  or  in  a  note  thereto  without 
making  such  statement  unclear  or 
confusing,  that  procedure  may  be 
followed  and  the  schedule,  ommitted. 

(c)  The  schedules  shall  be  examined 
by  the  independent  accountant  if  the 
related  financial  statements  are  so 
examined. 

Schedule  I— Marketable  securities — 
other  investments.  The  schedule 
prescribed  by  §  210.12-02  shall  be 
filed— 

(1)  In  support  of  caption  2  of  a  balance 
sheet,  if  the  greater  of  the  aggregate  cost 
or  the  aggregate  market  value  of 
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maricetable  securities  as  of  the  balance 
sheet  date  constitutes  10  percent  or 
more  of  total  assets. 

(2)  In  support  of  caption  12  of  a 
balance  sheet,  if  the  greater  of  the 
aggregate  cost  or  the  aggregate  market 
value  of  other  investments  as  of  the 
balance  sheet  date  constitutes  10 
percent  or  more  of  total  assets. 

(3)  In  support  of  captions  2  and  12  of  a 
balance  sheet,  if  the  greater  of  the 
aggregate  cost  or  aggregate  market  of 
other  investments  plus  the  greater  of  the 
aggregate  cost  of  the  aggregate  maricet 
value  of  marketable  securities  as  of  the 
balance  sheet  date  constitutes  IS 
percent  or  more  of  total  assets. 

(4)  In  support  of  captions  2  and  12  of  a 
balance  sheet,  if  the  greater  of  the 
aggregate  cost  or  aggregate  market 
value  of  the  securities  as  of  the  balance 
sheet  date  of  any  issuer  reported  under 
either  caption  2  or  caption  12  constitutes 
2  percent  or  more  of  total  assets. 

Schedule  II— Amounts  receivable 
from  related  parties,  and  underwriters, 
promoters,  and  employees  other  than 
relatqd  parties.  The  schedule  prescribed 
by  §  210.12-03  shall  be  filed  with  respect 
to  each  person  among  related  parties.' 
and  underwriters,  promoters,  and 
employees  other  than  related  parties, 
from  whom  an  aggregate  indebtedness 
of  more  than  $100,000  or  1  percent  of 
total  assets,  whichever  is  less,  is  owed, 
or  at  any  time  during  the  latest  two 
fiscal  years  or  for  the  interim  period,  if 
any,  between  the  end  of  the  most  recent 
fiscal  year  and  the  date  of  the  most 
recent  balance  sheet  being  filed,  was 
owed.  This  schedule  shall  not  include 
information  which  is  prescribed  by 
§  210.12-05.  for  the  purposes  of  this 
schedule,  exclude  in  the  determination 
of  the  amount  of  indebtedness  all 
amounts  receivable  fitim  such  persons 
for  purchases  subject  to  usual  trade 
terms,  for  ordinary  travel  and  expense 
advances  and  for  other  such  items 
arising  in  the  ordinary  course  of 
business. 

Schedule  III— Investments  in.  equity 
in  earnings  of.  and  dividends  received 
from  related  parties.  The  schedule 
prescribed  by  §  210.12-04  shall  be  filed 
in  support  of  caption  10  of  each  balance 
sheet.  This  schedule  may  be  omitted  if 
(1)  neither  the  sum  of  captions  10  and  11 
in  the  related  balance  sheet  nor  the 
amount  of  caption  23  in  such  balance 
sheet  exceeds  5  percent  of  total  assets 
as  shov/n  by  the  related  balance  sheet 


at  either  the  beginning  or  end  of  the 
period  or  (2)  there  have  been  no 
material  changes  in  the  information 
required  to  be  filed  from  that  last 
previously  reported. 

Schedule  IV— Indebtedness  of  and  to 
related  parties — not  current.  The 
schedule  prescribed  by  §  210.12-05  shall 
be  filed  in  support  of  captions  11  and  23 
of  each  balance  sheet;  however,  the 
required  information  may  be  presented 
separately  on  Schedule  III.  This 
schedule  may  be  omitted  if:  (1)  neither 
the  sums  of  captions  10  and  11  in  the 
related  balance  sheet  nor  the  amount  of 
caption  23  in  such  balance  sheet 
exceeds  5  percent  of  total  assets  as 
shown  by  the  related  balance  sheet  at 
either  the  beginning  or  end  of  the  period, 
or  (2]  there  have  been  no  material 
changes  in  the  information  required  to 
be  filed  from  that  last  perviously 
reported. 

Schedule  V— Property,  plant  and 
equipment.  The  schedule  prescribed  by 
§  210.12-06  shall  be  filed  in  support  of 
caption  13  of  each  balance  sheet, 
provided  that  this  schedule  may  be 
omitted  if  the  total  shown  by  caption  13 
does  not  exeed  5  percent  of  total  assets 
as  shown  by  the  related  balance  sheet 
at  both  the  beginning  and  end  of  the 
period  and  if  neither  the  additions  nor 
the  deductions  during  the  period 
exceeded  5  percent  of  total  assets  as 
shown  by  the  related  balance  sheet  at 
either  the  beginning  or  end  of  the  period. 

Schedule  VI— Accumulated 
depreciation,  depletion,  and 
amortization  of  property,  plant  and 
equipment.  The  schedule  prescribed  by 
§  210.12-07  shall  be  filed  in  support  of 
caption  14  of  each  balance  sheet.  This 
schedule  may  be  omitted  if  Schedule  V 
is  omitted. 

Schedule  VII — Guarantees  of 
securites  of  other  issuers.  The  schedule 
prescribed  by  §  210.12-08  shall  be  filed 
with  respect  to  any  guarantees  of 
securities  of  other  issuers  by  the  person 
for  which  the  statement  is  filed. 

Schedule  VIII — Valuation  and 
qualifying  accounts.  The  schedule 
prescribed  by  §  210.12-09  shall  be  filed 
in  support  of  valuation  and  qualifying 
accounts  included  in  each  balance  sheet 
but  not  included  in  Schedule  VI.  (See 
§  210.4-02.) 

Schedule  IX— Real  estate  and 
accumulated  depreciation.  The  schedule 
prescribed  by  §  210.12-26  shall  be  filed 
for  real  estate  (and  the  related 
accumulated  depreciation)  held  by 


persons  a  substantial  portion  of  whose 
business  is  that  of  acquiring  and  holding 
for  investment  real  estate  or  interests  in 
real  estate,  or  interests  in  other  persons 
a  substantial  portion  of  whose  business 
is  that  of  acquiring  and  holding  real 
estate  or  interests  in  real  estate  for 
investment.  Real  estate  used  in  the 
business  shall  be  excluded  from  the 
schedule. 

Schedule  X— Mortgage  loans  on  real 
estate.  The  schedule  prescribed  by 
§  210.12-27  shall  be  filed  by  persons 
specified  under  Schedule  X  for 
investments  in  mortgage  loans  on  real 
estate. 

Schedule  XI — Other  investments.  If 
there  are  any  other  investments,  under 
caption  12  of  §  210.5-02  or  elsewhere  in 
a  balance  sheet,  not  required  to  be 
included  in  Schedule  I  or  III,  there  shall 
be  set  forth  in  a  separate  schedule 
information  concerning  such 
investments  corresponding  to  that  . 
prescribed  by  Schedule  I.  Tbis  schedule 
may  be  omitted  if  the  total  amount  of 
such  other  investments  does  not  exceed 
5  percent  of  total  assets  as  shown  by 
such  balance  sheet.  * 

«  *  *  *  * 

5.  By  amending  Article  12,  §  §  210.12- 
01  through  210.12-27  as  follows: 

Form  and  Content  of  Schedules  ' 

General 

§  210.12-01  Application  of  §  210.12-01  to 
§  210.12-27. 

These  sections  prescribe  the  form  and 
content  of  the  schedules  required  by 
§§  210.5-04,  210.6-10,  210.6-13,  210.6-24, 
210.6-34,  210.7-06,  210.7A-06  and  210.9- 
05. 

§210.12-02  Marketable  securitfes — other 
investments. 

No  change  from  former  schedule 
format. 

§  210.12-03  Amounts  receivable  from 
related  parties  and  underwriters, 
promoters,  and  employees  other  than 
related  parties. 

No  change  from  former  schedule 
format 

§  210.12-04  investment  in,  equity  in 
earnings  of,  and  dividends  from  related 
parties. 

No  change  from  former  schedule 
format  However,  the  term  “related 
parties”  is  proposed  to  be  substituted 
for  “afiiliates  and  other  persons.” 
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§  210.12-^5  Indebtedness  of  and  to  related  parties— non  current 


Col.  A 

Col.  B 

ColC 

CoLO 

Col.  E 

Col.  F 

Col.  G 

Col.  H 

Col.  1 

Indebtedness  of 

Indebtendess  to 

Name  of 
person 
(Note  1) 

Balance  at 
beginning 

Additions 
(Note  2) 

Deductions 
(Note  3) 

Balance 
at  end 

Balance  at 
beginning 

Additions 
(Note  2) 

Deductions 
(Note  3) 

Balance 
at  end 

Note  1.— The  person  named  shall  b6  grouped  as  In  the  related  schedule  required  for  investments  in  related  parties.  The 
information  called  for  shaN  be  shown  separately  for  any  persorts  whose  investments  were  shown  separately  in  such  related 
schedule. 

Note  2. — For  eacri  person  named  in  column  A,  explain  in  a  note  the  nature  and  purpose  of  any  increase  during  the  period 
that  is  in  excess  of  10  percent  of  the  related  balance  at  either  the  beginning  or  end  of  the  period. 

Note  3.— If  deduction  was  other  than  a  receipt  or  disbursement  of  cash,  explaia 

§  210.12-06  Property,  plant  and  equipment  (Note  1). 


Col.  A 

Col.  B 

CoLC 

Col.  D 

Col  .  E 

Col.  F 

Col.  G 

Col.  H 

Ctasifi- 
calion 
(Note  2) 

Depreda¬ 
tion  method 
(Note  3) 

Depreda¬ 
tion  rate 
range/average 
(Note  4) 

Balance  at 
beginning 
of  period 
(Notes  2  and  5) 

Additions 
at  cost 
(Notes) 

Retirements 
(Note  7) 

Other  changes 
add  (deduct) 
describe 
(Notes) 

Balance  at 
end  of 
period 

NoteI.— Comment  briefly  on:  (a)  any  sigrtificant  and  uixisual  additions,  abandonments,  or  retirements,  or  any  significant 
and  unusual  changes  in  the  general  character  and  location,  of  principal  plants  and  other  important  units,  which  occurred  within 
the  period,  (b)  the  adjustment  of  accumulated  depreciation,  depletion,  obsolescerK»  arxi  amortization  at  the  time  the  properties 
are  retired  or  otherwise  disposed  of,  including  the  dispostion  of  any  gain  or  loss  on  sale  of  such  properties. 

Note  2.— <•)  Show  separately  nondepreciable  assets  and  assets  under  construction;  then  show  depreciable  assets  by  de¬ 
preciation,  depletion,  or  amortization  method  used  arxl  thereunder  by  major  classificatioris,  such  as  buildings,  machinery  and 
equipment,  leaseholds,  or  functional  grouping.  H  such  classification  is  not  presetit  or  practicable,  such  classification  as  is  present 
arid  practicable  shall  be  used.  The  additiorfs  included  in  column  E,  howe^,  shall  be  segregated  in  accordance  with  an  appro¬ 
priate  classification.  If  property,  plant  and  equipment  abandoned  is  carried  at  other  than  a  nominal  amount  indicate,  if  practica¬ 
ble,  the  amount  there^  and  state  the  reasons  for  such  treatment.  Property,  plant  and  equipment  which  is  fully  depreciated, 
depleted  or  amortized  or  is  carried  at  net  estimated  salvage  value  but  is  still  being  used,  should  either  be  included  with  the 
appropriate  major  classification  or  disclosed  as  one  amount  with  the  amount  for  each  major  classification  stated  in  a  note.  Prop¬ 
el,  plant  and  equipment  which  is  idle  (other  than  temporarily),  or  is  expected  to  be  idle  in  excess  of  an  operating  cycle,  should 
be  stated  separately,  if  material.  Items  minor  importance  may  be  included  under  a  miscellaneous  caption,  (b)  Show  separately 
any  asset  or  homogeneous  group  of  assets  (such  as  computers,  equipment  used  in  a  specific  manufacturing  process,  ware¬ 
houses,  office  buildings,  etc.),  which  comprises  25  percent  or  more  of  a  major  class  of  property,  plant  and  equipment.  Provided, 
however,  that  the  item  need  not  be  shown  separately  If  it  does  not  exceed  5  percent  or  total  assets,  (c)  Public  utility  compa¬ 
nies.— A  public  utility  company  shall  classify,  to  the  extent  practicable,  utility  plant  by  the  type  of  service  rendered  (such  as 
electric,  gas,  transportation  and  water)  and  shall  state  separately  under  each  of  such  service  classifications  the  major  subclassi¬ 
fications  of  utility  plant  accounts. 

Note  3.— State  the  method(s)  used  in  computing  depreciation,  depletion  or  amortization  and  the  amount  determined  by 
each  method.  If  more  than  one  method  of  depreciation,  depletion  or  amortization  is  used,  the  categorization  specified  in  Note 
#2  shall  be  shown  unless  the  method  is  used  for  less  than  5  percent  of  total  property,  plant  and  equipment. 

Note  4.— (a)  State  the  rate  used  in  computing  depreciation,  depletion  or  amortization  if  more  than  one  rate  is  used,  state 
the  range  and  weighted  average  rate.  If  a  unit  of  production  method  is  used,  state  in  a  note  (i)  the  percentage  of  original  cost 
charged  to  expense  in  each  of  the  past  two  years  (ii)  the  amount  of  expense  taken  in  the  current  perM  and  (iii)  the  total  original 
cost  and  remaining  undepreciated,  undepleted,  or  urjamortized  asset  balances,  or  each  such  major  class,  (b)  State  for  any  asset 
or  homogeneous  group  of  assets  (such  as  computers,  equipment  used  in  a  specific  manufacturing  process,  warehouses,  office 
building,  etc.),  which  comprises  25  percent  or  more  of  a  major  class  of  propel,  plant  and  equipment,  the  rate  used  in  comput¬ 
ing  depreciation,  depletion  or  amortization.  If  ntore  than  one  rate  is  used  for  such  assets,  state  the  range  and  weighted  average 
rate.  If  a  unit  of  production  method  is  used,  state  the  percentage  of  original  cost  charged  to  expense  in  each  of  the  past  two 
years.  This  section  (b)  shall  not  apply  if  the  asset  or  homogeneous  group  of  assets  constitutes  less  than  five  percent  of  total 
assets. 

Note  5.— If  neither  the  total  additions  nor  total  deductions  during  any  of  the  periods  covered  by  the  schedules  amount  to 
more  toan  10  percent  of  the  erxfing  balance  of  that  period  and  a  statement  to  that  effect  is  made,  the  information  required  by 
columns  0,  E.  F,  and  G  may  be  omitted  for  that  period,  provided  that  the  totals  of  columns  E  and  F  are  given  in  a  note  hereto 
arxf  provkf^  further  that  any  information  required  by  instructions  6,  7,  and  6  Shan  be  given  and  may  be  in  summary  form. 

Note  6.— For  each  charige  in  accounts  in  column  E  that  represento  anything  other  than  an  addition  from  acquisition,  and 
for  each  change  in  that  column  that  is  in  excess  of  2  percent  of  total  assets,  at  either  the  beginning  or  end  of  the  period,  state 
dearly  the  nature  of  the  change  and  the  other  accounts  affected.  It  cost  of  property  additions  represents  other  than  ca^  ex- 
pertoitures,  explain.  If  acquired  from  an  affiliate  at  other  than  cost  to  the  affiliate,  show  such  cost,  provided  the  acquisition  hy  the 
affiliate  was  within  two  years  prior  to  the  acquisition  by  the  person  for  which  the  statentent  is  filed. 

Note  7.— If  changes  in  column  F  are  stated  at  other  than  cost,  explain  if  practicable. 

Note  6.— State  clearly  the  nature  of  the  changes  and  the  other  accounts  affected.  If  provision  tor  depreciation,  depletion 
and  amortization  of  property,  plant  and  equipmerit  is  credited  in  the  books  directly  to  the  asset  accounts,  the  amounts  shall  be 
stated  in  column  G  with  exf^nations.  including  the  accounts  to  which  charged. 


§  210.12-07  Accumulated  depreciation, 
depletion  and  amortization  of  property, 
plant  and  equipment 

No  change  from  former  schedule 
format. 

§  210.12-08  Guarantees  of  securities  of 
other  issuers. 


No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-12. 

§  210.12-09  Valuation  and  qualifying 
accounts. 

No  change  from  format  of  schedule 
formerly  prescribed  by  §210.12-13. 
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For  Management  Investment  Companies 

§  210.12-10  Investments  in  securities  of 
unaffiliated  issuers.  [For  management 
investment  companies  only] 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-19. 

§  210.12-1 1  Investments;  other  than 
securities.  [For  management  investment 
companies  only]  * 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-21. 

§  210.12-12  Investments  in  affiliates.  [For 
management  investment  companies  only] 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-22. 

§  210.12-13  Summary  of  investments— 
other  than  investments  in  affiliates.  [For 
insurance  companies] 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-27. 

§  210.12-14  Premiums,  losses  and  claims, 
and  policy  acquisition  costs.  [For  insurance 
companies  other  than  life  and  title 
insurance  companies] 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-29. 

§  210.12-15  Future  policy  benefits  and 
insurance  in  force.  [For  insurance 
companies] 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-31. 

§  210.12-16  Deferred  policy  acquisition 
costs.  [For  insurance  companies] 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-31a. 

For  Unit  Investment  Trusts,  and  for 
Those  Unincorporated  Management 
Investment  Companies  Which  Are 
Issuers  of  Periodic  Pa}m[ient  Plan 
Certificates 

§  210.12-17  Investments  in  securities. 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-33. 

§210.12-18  Trust  shares.  [For  all  unit 
investment  trusts,  and  for  those 
unincorporated  management  investment 
companies  which  are  issuers  of  periodic 
payment  plan  certificates]. 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-34. 

For  Face-Amount  Certificate  Investment 
Companies 

§  210.12-19  Investments  in  securities  of 
unaffiliated  issuers. 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-35. 

§  210.12-20  Investments  in  and  advances 
to  affiliates  and  income  thereon. 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-36. 


§  210.12-21  Mortgage  loans  on  real  estate 
and  interest  earned  on  mortgages. 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-37. 

§  210.12-22  Real  estate  owned  and  rental 
income. 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-38. 

§  210.12-23  Supplementary  profit  and  loss 
information. 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-39. 

§  2 1 0. 1 2-24  Certificate  reserves. 

No  change  from  format  of  schedule 
formeriy  prescribed  by  §  210.12-40. 

§  210.12-25  Qualified  assets  on  deposit. 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-41. 

For  Certain  Real  Estate  Companies 

§  210.12-26  Real  estate  and  accumulated 
depreciation  [for  certain  reai  estate 
companies]. 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-42. 

§  210.12-27  Mortgage  loans  on  real  estate 
[for  certain  real  estate  companies]. 

No  change  from  format  of  schedule 
formerly  prescribed  by  §  210.12-43. 

*  *  *  «  *  * 

PART  229— STANDARD 
INSTRUCTIONS  FOR  FILING  FORMS 
UNDER  SECURITIES  ACT  OF  1933 
AND  SECURITIES  EXCHANGE  ACT  OF 
1934— REGULATION  S-K 

The  Commission  hereby  proposes  to 
add  a  new  Item  12  to  Regulation  S-K. 

§  229.20  Information  required  in 
document 

•  •  *  *  * 

Item  12.  Supplementary  financial 
information. 

(a)  Selected  quarterly  financial  data. 
(1)  Exemption.  This  rule  shall  not 
apply  to  any  registrant  that  does  not 
meet  both  of  the  two  following  tests: 

(i)  First  test  llie  registrant: 

(A)  Has  securities  registered  pursuant 
to  section  12(b)  of  the  Securities 
Exchange  Act  of  1934  (other  than  mutual 
life  insurance  companies);  or 

(B)  Is  an  insurance  company  that  is 
subject  to  the  reporting  requirements  of 
section  15(d)  of  that  Act  and  has 
securities  which  also  meet  the  tests  set 
forth  in  paragraphs  (l)(i)  (C)(1)  and 

(C)(2)  of  this  section;  or 

(C)  Has  securities  registered  pursuant 
to  section  12(g)  of  that  Act  which  also 

(1)  Are  quoted  on  the  National 
Association  of  Securities  Dealers 
Automated  Quotation  System,  and 

(2)  Meet  the  following  criteria: 


(i)  Three  or  more  dealers  stand  willing 
to,  and  do  in  fact  make  a  market  in  such 
stock  including  making  regularly 
published  bona  fide  bids  and  offers  for 
such  stock  for  their  own  accounts;  or  the 
stock  is  registered  on  a  securities 
exchange  that  is  exempted  by  the 
Commission  from  registration  as  a 
national  securities  exchange  pursuant  to 
section  5  of  the  Securities  Exchange  Act 
of  1934. 

(a-1)  For  purposes  of  this  subsection, 
the  insertion  of  quotations  into  the 
National  Association  of  Securities 
Dealers  Automated  Quotation  System 
by  three  or  more  dealers  on  at  least  10 
business  days  during  the  six  month 
period  immediately  preceding  the  fiscal 
year  for  which  the  financial  statements 
are  required  shall  satisfy  the 
requirement  that  three  dealers  be 
making  a  market. 

(iV)  lliere  continue  to  be  800  or  more 
holders  of  record  as  defined  in  Rule 
12g5-l  (§  240.12g5-l)  under  the 
Exchange  Act,  of  the  stock  who  are  not 
officers,  directors,  or  beneficial  owners 
of  10  percent  or  more  of  the  stock. 

(///)  The  issuer  continues  to  be  a  U.S. 
corporation. 

[iv]  There  are  300,000  or  more  shares 
of  such  stock  outstanding  in  addition  to 
shares  held  beneficially  by  officers, 
directors,  or  beneficial  owners  of  more 
than  10  percent  of  the  stock. 

(v)  In  addition,  the  issuer  shall  meet 
two  of  the  three  following  requirements: 

(a-1)  The  shares  described  in 
paragraph  {l)(i)(C)(2)(7V)  continue  to 
have  a  maiicet  value  of  at  least  $2.5 
million. 

(a-2)  The  minimum  representative  bid 
price  of  such  stock  is  at  least  $5  per 
share. 

(a-3)  The  issuer  continues  to  have  at 
least  $2.5  million  of  capital,  surplus,  and 
undivided  profits. 

Instructions.  1.  Hie  computation 
required  by  (v)(a-l)  and  (v)(a-2)  shall  be 
based  on  the  average  of  the  closing 
representative  bid  prices  as  reported  by 
NASDAQ  for  the  20  business  days 
immediately  preceding  the  fiscal  year 
for  which  the  financial  statements  are 
required. 

2.  The  computation  required  by  (v)(a- 
3)  shall  be  as  at  the  last  business  day  of 
the  fiscal  year  immediately  preceding 
the  fiscal  year  for  which  the  financial 
statements  are  required. 

(ii)  Second  test.  The  registrant  and  its 
consolidated  subsidiaries  (A)  have  had 
a  net  income  after  taxes  but  before 
extraordinary  items  and  the  cumulative 
effect  of  a  change  in  accounting,  of  at 
least  $250,000  for  each  of  the  last  three 
fiscal  years;  or  (B)  had  total  assets  of  at 
least  $200,000,000  for  the  last  fiscal  year- 
end. 
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(2)  Disclosure  shall  be  made  of  net 
sales,  gross  profit  (net  sales  less  costs 
and  expenses  associated  directly  with 
or  allocated  to  products  sold  or  services 
rendered),  income  before  extraordinary 
items  and  cumulative  effect  of  a  change 
in  accounting,  per  share  data  based 
upon  such  income,  and  net  income  for 
each  full  quarter  within  the  two  most 
recent  fiscal  years  and  any  subsequent 
interim  period  for  which  income 
statements  are  presented. 

(3)  When  the  data  supplied  in 
paragraph  (2)  of  this  section  vary  from 
the  amounts  previously  reported  on  the 
Form  10-Q  (17  CFR  249.308a]  filed  for 
any  quarter,  such  as  would  be  the  case 
when  a  pooling  of  interests  occurs  or 
where  an  error  is  corrected,  reconcile 
the  amounts  given  with  those  previously 
reported  describing  the  reason  for  the 
difference. 

(4)  Describe  the  effect  of  any 
disposals  of  segments  of  a  business,  and 
extraordinary,  unusual  or  infrequently 
occurring  items  recognized  in  each  full 
quarter  within  the  two  most  recent  fiscal 
years  and  any  subsequent  interim 
period  for  which  income  statements  are 
presented,  as  well  as  the  aggregate 
effect  and  the  nature  of  year-end  or 
other  adjustments  which  are  material  to 
the  results  of  that  quarter. 

(5)  Paragraphs  (1)  through  (4)  of  this 
rule  shall  not  apply  to  a  foreign  private 
issuer  not  required  to  report  quarterly 
financial  information  on  Form  10-Q; 
Provided,  however.  That  a  foreign 
registrant  which  reports  or  is  required  to 
report  interim  financial  information  on 
Form  6-K  shall  disclose  such  data  in  the 
matter  provided  in  paragraphs  (1) 
through  (4)  with  respect  to  the  financial 
information  reported  on  Form  6-K. 
***** 

PART  240— GENERAL  RULES  AND 
REGULATIONS,  SECURITIES 
EXCHANGE  ACT  OF  1934 

1.  By  revising  paragraph  (b)(3)  of 
§  240.14a-3  to  read  as  follows: 

§  240.14a-3  Information  to  be  furnished  to 
security  holders. 

***** 

(b)  *  *  * 

(3)  The  report  shall  contain  the 
supplementary  financial  information 
specified  by  Item  12  of  Regulation  S-K 
(17  CFR  229.20). 

***** 

2.  By  revising  paragraph  (a)(3)  of 
§  240.14C-3  to  read  as  follows: 

S  240.14C-3  Annual  report  to  be  furnished 
security  holders. 

(a)*  *  * 

(3)  The  report  shall  contain  the 
supplementary  financial  information 


specified  by  Item  12  of  Regulation  S-K 
(17  CFR  229.20). 

***** 

These  amendments  are  proposed  to  be 
effective  with  respect  to  annual  and 
interim  periods  ending  after  December 
15, 1980,  although  earlier  application  is 
encouraged. 

(Sections  6.  7„  8, 10,  and  19(a)  (15  U.S.C.  771, 
77g.  77h,  77),  778]  of  the  Securities  Act  of 
1933;  Sections  12. 13, 15(d),  and  23(a)  [15 
U.S.C.  78/,  78m,  78o(d],  78w]  of  the  ^curities 
Exchange  Act  of  1934;  Sections  5(b),  14,  and 
20(a)  [15  U.S.C.  79e,  79n,  TOt]  of  the  Public 
Utility  Holding  Company  Act  of  1935; 

Sections  8,  30, 31(c)  and  38(a)  [15  U.S.C  80a- 
8,  80a-29,  80a-30(c),  80a-3:;^a)]  of  the 
Investment  Company  Act  of  1940) 

Pursuant  to  Section  23(a)(2)  of  the 
Securities  Exchange  Act,  the 
Commission  has  considered  the  impact 
of  these  proposals  on  competition  and  is 
not  aware  at  this  time  of  any  burden 
that  such  rule  amendments,  if  adopted, 
would  impose  on  competition.  However, 
the  Commission  specifically  invites 
comments  as  to  the  competitive  impact 
of  these  proposals,  if  adopted. 

In  addition,  the  Commission  is 
mindful  of  the  cost  to  registrants  and 
others  of  its  proposals  and  recognizes  its 
responsibilities  to  weigh  with  care  the 
costs  and  benefits  which  result  from  its 
rules.  Accordingly,  the  Commission 
specifically  invites  comments  on  the 
costs  to  registrants  and  others  of  the 
adoption  of  the  proposals  published 
herein. 

By  the  Commission. 

George  A.  Fitzsimmons, 

Secretary. 

January  15, 1980. 

|FR  Doc.  80-a0Z7  Filed  1-23-80;  8:45  am) 
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17  CFR  Parts  210, 239, 240  and  249 

[Reteases  Nos.  33-8179, 34-16499,  and  35- 
21394;  IC-11020;  File  Na  S7-819] 

Uniform  Instructions  as  to  Financial 
Statements — Regulation  S-X 

AGENCY:  Securities  and  Exchange 
Commission. 

ACTION:  Proposed  rules. 

SUMMARY:  The  Commission  is  proposing 
for  comment  amendments  which,  if 
adopted,  would  establish  uniform 
instructions  governing  the  periods  to  be 
covered  by  ^ancial  statements 
included  in  (1)  most  registration  and 
reporting  forms  filed  with  the 
Commission  under  the  Securities  Act  of 
1933  and  the  Securities  Exchange  Act  of 
1934,  and  (2)  annual  reports  to  security 
holders  fumished  pursuant  to  the  proxy 
rules.  The  proposed  amendments  would 


remove  substantially  all  present 
instructions  as  to  financial  statements 
from  the  various  registration  and 
reporting  forms  and  establish  a 
centralized  set  of  instructions  in 
Regulation  S-X.  In  addition, 
amendments  are  being  proposed  which 
would  allow,  in  most  cases,  interim 
financial  information  included  in 
registration  statements  to  be  presented 
in  the  same  degree  of  detail  as  is 
required  in  quarterly  reports  filed  on 
Form  10-Q  under  the  Exchange  Act.  The 
proposed  rules  are  intended  to  simplify 
the  registration  and  reporting 
requirements  under  the  Federal 
securities  laws  and  further  the 
integration  of  reporting  under  the  1933 
and  1934  Acts. 

DATE:  Comments  should  be  received  by 
the  Commission  on  or  before  April  30. 
1980. 

ADDRESSES:  Comments  should  be 
submitted  in  triplicate  to  George  A. 
Fitzsimmons,  Secretary,  Securities  and 
Exchange  Commission,  500  North 
Capitol  Street,  Washington,  D.C.  20549. 
Comment  letters  should  refer  to  File  S7- 
819.  All  comments  received  will  be 
available  for  public  inspection  and 
copying  in  the  Commission’s  Public 
Reference  Room,  1100  L  Street,  N.W., 
Washington,  D.C.  20549. 

FOR  FURTHER  INFORMATION  CONTACT: 
Lawrence  C.  BesL  Office  of  the  Chief 
Accountant  Securities  and  Exchange 
Commission,  Washington,  D.C  20549 
(202-272-2130). 

SUPPLEMENTARY  INFORMATION:  The 

Securities  and  Exchange  Commission  is 
proposing  for  public  comment 
amendments  to  existing  rules  which,  if 
adopted,  would  (1)  establish  uniform 
instructions  governing  the  periods  to  be 
covered  by  financial  statements;  (2) 
position  a  centralized  set  of  instructions 
as  to  financial  statements  in  a  new 
Article  3  of  Regulation  S-X;  and  (3) 
reduce  the  burden  of  registration  by 
allowing  most  reporting  companies  filing 
unaudited  interim  data  under  the 
Securities  Act  to  provide  condensed 
financial  statements,  in  a  Form  10-Q 
format  in  lieu  of  complete  financial 
statements  and  schedules. 

Adoption  of  the  rules  proposed  under 
this  release  would  result  in  amendments 
to  Forms  S-1  [17  CFR  239.13],  S-2  [17 
CFR  239.12],  S-3  [17  CFR  239.13],  S-7  [17 
CFR  239.26],  S-8  [17  CFR  239.16b],  S-11 
[17  CFR  239.18],  10  [17  CFR  249.210],  10- 
K  [17  CFR  249.310],  Rule  14a-3  [17  CFR 
240.14a-3],  Schedule  14a  [17  CFR 
240.14a-l  etseq.].  Rule  14c-3  [17  CFR 
240.14C-3],  and  Regulation  S-X  [17  CFR 
210]  under  the  Securities  Act  of  1933  or 
the  Securities  Exchange  Act  of  1934. 
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I.  Background 

A.  Integration  of  Reporting  Under  the 
Securities  Acts 

In  recent  years,  the  Commission  has 
pursued  a  policy  of  integration  of 
registration  and  reporting  requirements 
under  the  Securities  Act  of  1933 
(“Securities  Act”)  and  the  Securities 
Exchange  Act  of  1934  (“Exchange  Act,” 
together,  the  "securities  acts”).  The 
Commission  believes  integration  of  the 
securities  acts  not  only  benefits 
registrants,  but  also  offers  a  more 
coherent  reporting  structure.  In  this 
connection,  the  Commission  has 
recently  undertaken  the  task  of 
reexamining  the  present  reporting  and 
disclosure  system  focusing  principally 
on  developing  ways  to  improve  and 
simplify  the  registration  and  reporting 
process.  Initiatives  to  date  have  resulted 
in  four  separate  but  related  projects;  (1) 
a  project  directed  toward  developing  the 
fundamental  blueprints  for  a  system  of 
integration  using  principally  the  annual 
report  to  security  holders  as  the  key 
disclosure  document:  (2)  a  project  to 
reevaluate  requirements  for  financial 
statements  focusing  on  issues  such  as 
the  periods  to  be  covered,  the  entities 
separately  reported  upon,  and  pro  forma 
financial  statements;  (3)  a  review  of 
Regulation  S-X  to  identify  ways  to 
facilitate  the  integration  of  the  securities 
acts  and  eliminate  requirements  which 
are  unnecessary  or  duplicative  when 
compared  to  existing  generally  accepted 
accounting  principles;  and  (4)  a  project 
to  design  a  short  form  for  registration  of 
securities  in  certain  merger  mid 
reorganization  transactions  using 
concepts  of  integration  envisoned  by  the 
project  outlined  in  (1)  above. 

Each  of  these  projects  have 
progressed  to  the  extent  that  the 
Commission,  in  four  concurrent  releases, 
is  publishing  for  comment  proposed 
rules  which,  if  ultimately  adopted, 
would  have  a  significant  impact  on  the 
overall  registration  and  reporting 
process.  The  releases  can  be 
distinguished  by  the  projects  from  which 
they  evolve.  One  release  encompasses 
the  proposed  revisions  to  Form  10-K, 
Regulation  S-K  and  the  proxy  rules,  and 
introduces  the  fundamental  design  of  the 
integrated  reporting  system  as  currently 
envisioned  by  the  Commission.  ‘  Another 
release  contains  proposed  changes  to 
Regulation  S-X  pertaining  to  those 
articles  reexamined  to  date  (Articles  3,  5 
and  related  sections  of  12).*  A  third 
release  introduces  a  new  streamlined 
disclosure  form.  Form  S-15.  designed  as 
a  short  form  for  registration  of  securities 


'  Securities  Act  Release  No.  6176. 
'Securities  Act  Release  No.  6178. 


in  certain  merger  and  reorganization 
transactions.*  And,  as  the  fourth,  this 
release  proposes  amendments  to 
establish  uniform  instructions  to  govern 
the  periods  for  which  financial 
statements  are  provided.  All  four 
releases  relate  to  the  overall  goal  of 
achieving  a  single  integrated  disclosure 
system.  Each  invites  public  comment 
and  each  should  be  read  in  the  context 
of  the  proposed  format  for  an  integrated 
disclosure  system  as  described  more 
fully  in  the  concurrent  release  on 
revision  of  Form  10-K. 

B.  Reexamination  of  Requirements  To 
Provide  Financial  Statements 

The  integrated  disclosure  system 
envisioned  by  the  Commission  and 
introduced  in  the  concurrent  release  on 
revision  of  Form  10-K  would  serve  to 
combine  the  two  present  disclosure 
systems  under  the  securities  acts  into  a 
single  disclosure  framework.  When  fully 
operative  it  would  eliminate  duplicative 
disclosure  by  allowing  periodic  and 
other  reports  filed  under  the  Exchange 
Act  to  also  be  used  in  registration 
statements  filed  under  the  Securities 
Act.  In  proposing  such  an  integrated 
system,  the  Commission  recognizes  that 
the  basic  financial  statement  disclosures 
under  the  securities  acts  should  not 
differ  significantly  and  that  present  rules 
require  revision  to  being  about  the 
degree  of  consistency  needed  for  an 
integrated  reporting  structure. 

Accordingly,  with  the  objective  of 
integration  and  therefore  consistency  in 
mind,  the  Commission  is  in  the  process 
of  reexamining  the  present  rules 
governing  the  financial  statements 
included  in  (1)  registration  statements 
filed  under  the  Securities  Act;  (2) 
periodic  reports  filed  under  the 
Exchange  Act;  and  (3)  annual  reports  to 
security  holders  furnished  pursuant  to 
the  proxy  rules.  The  principal  issues 
being  focused  on  include  the  appropriate 
periods  for  which  financial  statements 
should  be  provided;  the  significance  and 
utility  of  separate  financial  statements 
for  the  parent  company  only, 
subsidiaries  not  consolidated,  50  percent 
or  less  owned  persons,  consolidated 
majority-owned  subsidiaries  engaged  in 
diverse  financial  activities,  and  affiliates 
whose  securities  are  pledged  as 
collateral;  and  the  objectives  of  pro 
forma  financial  statements,  the 
appropriate  methods  to  be  used  in  their 
preparation,  and  the  degree  of  detail 
necessary  for  sufficient  disclosure  of  the 
effects  of  past  and  future  successions  to 
other  businesses. 

The  first  of  these  areas,  the  periods 
for  which  financial  statements  should  be 
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provided,  has  been  given  careful 
consideration  and  is  the  principal 
subject  of  the  amendments  proposed  in 
this  release.  Studies  of  the  other  issues, 
regarding  the  requirements  for  separate 
financial  statements  and  pro  forma 
statements,  have  not  yet  been 
completed.  To  assist  in  its  reevaluation 
of  present  rules  regarding  these  other 
areas,  the  Commission,  in  addition  to 
soliciting  comments  on  the  proposed 
amendments  under  this  release, 
encourages  commentators  to  also 
provide  their  views  on  existing  rules 
governing  preparation  of  parent 
company  only  financial  statements, 
other  separate  financial  statements 
referred  to  above,  and  pro  forma 
financial  statements.  In  providing 
comments,  commentators  should  take 
into  consideration  the  basic  needs  of 
investors  as  well  as  the  proposed  format 
for  an  integrated  reporting  system. 

II.  Discussion  of  Proposed  Rules 

A.  Uniform  Requirement  for  Periods  To 
Be  Covered  by  Financial  Statements 

Presently,  the  periods  for  which 
financial  statements  are  required  to  be 
filed  with  the  Commission  vary 
depending  on  the  particular  registration 
or  reporting  form  being  filed.  A 
registrant,  for  example,  filing  a 
registration  statement  on  Form  &-1 
under  the  Securities  Act  is  required  to 
include  statements  of  income  and 
changes  in  financial  position  for  three 
years  and  a  balance  sheet  as  of  a  recent 
date.  A  registrant  filing  a  registration 
statement  under  the  same  act  on  Form 
S-7  is  required  to  provide  statements  of 
income  and  changes  in  financial 
position  for  five  years  and  a  balance 
sheet  as  of  a  recent  date.  For 
registration  of  securities  using  Form  S-8, 
a  registrant  must  provide  the  financial 
statements  required  to  be  included  in 
Form  10-K  (under  the  1934  Act)  or  in  the 
annual  report  to  security  holders  which 
include  statements  of  income  and 
changes  in  financial  position  for  two 
years  plus  balance  sheets  as  of  the  end 
of  the  most  recent  two  fiscal  years. 

As  registration  and  reporting 
requirements  have  evolved,  differences 
in  the  rules  have  been  created  as  to  the 
periods  for  which  financial  disclosures 
are  required.  These  differences,  in  part, 
have  resulted  from  attempts  to  tailor 
disclosure  requirements  to  the  particular 
circumstances  surrounding  the  use  of 
the  respective  forms.  Such  differences  in 
requirements  have  been  a  source  of 
confusion  for  many  and  have 
contributed  to  the  complexity  of  the 
present  disclosure  system. 

The  Commission,  in  connection  with 
its  reassessment  of  the  present  reporting 
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and  disclosure  requirements,  has 
questioned  the  necessity  for  these 
differences  among  various  forms. 
Common  to  all  investment  decisions 
involving  securities  is  the  need  for 
sufficient  information  to  assess  the 
financial  health  of  the  underlying  issuer. 
Whether  a  potential  investor  is 
considering  investing  in  a  security 
traded  on  the  open  market  or  in  one 
being  registered  for  the  first  time,  his 
method  of  analysis  and  evaluation  is 
most  likely  very  similar  and  his  basic 
informational  needs  the  same.  It  is, 
therefore,  difficult  to  draw  meaningful 
distinctions  among  the  various 
registration  and  reporting  forms  to 
support  the  need  for  the  financial 
statements  to  encompass  differing 
periods  of  time.  Although  the  nature  of 
securities  and  the  purpose  of 
registration  may  differ  in  many  respects 
and  thus  require  certain  disclosures 
tailored  to  the  specific  circumstances  of 
the  filing,  the  Commission  believes  that 
such  varying  circumstances  may  not 
warrant  a  variation  among  forms  as  to 
the  periods  to  which  primary  financial 
statements  relate. 

The  Commission  believes  that  the 
present  differences  in  requirements 
among  the  various  forms,  as  to  the 
periods  to  be  covered  by  financial 
statements,  may  not  be  necessary  and 
that  a  uniform  requirement  may  be 
appropriate.  The  establishment  of  a 
uniform  requirement  would  contribute 
significantly  to  the  simplification  of  the 
present  disclosure  fi'amework  and 
would  enhance  the  ability  to  further 
integrate  reporting  under  the  securities 
acts. 

Accordingly,  the  Commission  in 
connection  with  the  other  proposed 
changes  to  the  present  disclosure 
system,  as  contemplated  by  the 
concurrent  release  on  revision  of  Form 
10-K,  is  proposing  for  comment  uniform 
instructions  to  govern  the  periods  to 
which  financial  statements  relate.  The 
proposed  rule  would  require,  in  all 
disclosure  documents  affected  by  this 
release,  the  inclusion  of  audited 
statements  of  income  and  changes  in 
financial  position  for  the  most  recent 
three  fiscal  years  and  audited  balance 
sheets  as  of  the  end  of  the  most  recent 
two  fiscal  years.  The  proposed 
amendments  would  also  remove 
substantially  all  of  the  present 
instructions  as  to  financial  statements 
from  the  individual  forms  and  would 
position  the  revised  requirements  in 
Regulation  S-X.  The  centralization  of 
these  instructions  should  ser\’e  to 
simplify  present  rules  and  enhance  the 
ability  to  further  integrate  reporting 
under  the  securities  acts. 


In  proposing  a  uniform  requirement, 
the  Commission  recognizes  that  the 
views  of  investors  may  vary  as  to  the 
appropriate  number  of  years  necessary 
for  an  informed  investment  decision. 
Some  investors  may  view  financial 
statements  covering  five  years  as  a 
minimum  while  others  may  be  satisfied 
with  financial  statements  covering  a 
lesser  number  of  years.  Still  others  may 
believe  that  the  more  historical 
information  presented  in  a  disclosure 
document  the  better  protected  they  are 
as  investors. 

The  Commission’s  responsibility,  and 
therefore  its  objective,  in  structuring  a 
disclosure  frameworic  is  to  ensure  that 
the  investing  public  is  provided 
sufficient  information  upon  which  to 
premise  investment  decisions.  The 
determination  of  what  constitutes  a 
sufficient  degree  of  disclosure,  given  the 
broad  application  of  a  uniform 
requirement,  is  a  difficult  one.  Moreover, 
any  uniform  rule  based  on  sufficiency  of 
disclosure  must  take  into  consideration 
the  practical  implications  of  compliance 
and  refi'ain  from  mandating  financial 
disclosure  in  excess  of  the  minimum 
necessary  to  meet  the  needs  of  investors 
in  general. 

Two  principal  alternatives  have  been 
considered.  Alternative  one  would 
require  audited  statements  of  income 
and  changes  in  financial  position  for  the 
most  recent  five  fiscal  years  while 
alternative  two,  which  is  proposed  in 
this  release,  would  require  such 
statements  for  only  the  three  most  * 
recent  fiscal  years.  In  approving  the 
proposal  of  a  three-year  income 
statement,  the  Commission  considered 
the  proposed  changes  to  Regulation  S-K 
contemplated  by  the  concurrent  release 
on  revision  of  Form  10-K.  In  that 
release,  the  Commission  is  proposing  to 
refocus  "Management’s  Discussion  and 
Analysis’’  firom  the  results  of  operations, 
as  presently  disclosed  in  the  summary  of 
operations,  to  financial  position, 
changes  in  financial  position  and  results 
of  operations  as  presented  in  the 
audited  financial  statements. 
Accordingly,  the  release  also  proposes 
the  elimination  of  the  present 
requirement  to  provide  a  five-year 
summary  of  operations. 

Because  the  Commission  believes  that 
disclosure  of  five  years  of  certain  data, 
in  many  cases,  may  be  necessary  for  an 
evaluation  of  trends,  it  proposes  to 
retain  a  requirement  for  companies  to 
supply  certain  data  for  a  five-year 
period.  On  the  other  hand,  the 
Commission  believes  that  the 
information  necessary  for  a  disclosure 
of  trends  may  be  less  than  that 
encompassed  by  a  complete  set  of 


financial  statements.  As  a  consequence, 
the  Commission  is  proposing,  in  the 
conciurent  release  on  revision  of  Form 
lO-K,  an  amendment  to  Regiilation  S-K 
requiring  registrants  to  provide  a 
summary  of  selected  financial  data 
which  management  believes  best 
portrays  trends  in  a  company’s 
operations.  At  a  minimum,  registrants 
would  be  required  to  include  in  the 
summary  of  selected  financial  data,  for 
five  years:  net  sales  or  operating 
revenue;  income  (loss)  from  continuing 
operations;  income  (loss)  fi'om 
continuing  operations  per  common 
share;  total  assets;  long-term  obligations 
(including  long-term  debt,  capital  leases 
and  redeemable  preferred  stock); 
working  capital  or  some  other 
appropriate  measure  of  liquidity;  and 
cash  dividends  declared  per  common 
share. 

The  proposed  summary  of  selected 
financial  date  should  generally  provide 
investors  sufficient  information  upon 
which  to  assess  trends.  It  should  also 
serve  to  eliminate  the  need  for  requiring 
complete  financial  statements  for  the 
earliest  two  years.  Although  the  rules 
proposed  herein  would  require  an 
income  statement  covering  the  three 
most  recent  fiscal  years,  specific 
comments  on  the  propriety  of  a  five-year 
income  statement  requirement  are 
invited. 

Consideration  was  also  given  to  the 
notion  of  using  two  years  as  a  uniform 
requirement  for  statements  of  income 
and  changes  in  financial  position.  A 
two-year  requirement,  however,  was 
rejected  on  the  basis  that  statements  for 
two  years  would  most  likely  not  satisfy 
the  heeds  of  most  users.  To  evaluate  a 
company’s  operations  in  any  given  year, 
in  terms  of  changes  in  operations, 
comparative  data  for  the  immediately 
preceding  year  is  required.  Accordingly, 
it  is  the  Commission’s  view  that  a  three- 
year  requirement  provides  the  minimum 
data  necessary  for  an  understanding  of 
changes  in  performance  for  two  years.  A 
thre^-year  requirement  is  also  consistent 
with  the  periods  presently  required  to  be 
covered  by  "Management’s  Discussion 
and  Analysis’’  and  with  the  provision  of 
the  Securities  Act  of  1933. 

Consistent  with  the  emphasis  being 
placed  on  increased  use  of  annual 
reports  and  the  integration  of  reporting 
under  the  securities  acts,  the  proposed 
amendments  extend  to  the  proxy  rules 
governing  the  distribution  of  annual 
reports  to  security  holders.  Since  the 
proposed  amendments  represent  an  . 
expansion  of  present  requirements  for 
reporting  in  annual  reports  to  security 
holders,  commentators  are  specifically 
invited  to  provide  their  views  on  any 
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anticipated  increased  costs  which  may 
be  incurred  in  complying  with  the  rules 
as  proposed.  In  providing  comments, 
consideration  should  be  given  to  the 
proposed  changes  discussed  in  the 
concurrent  releases  on  revision  of  Form 
10-K  and  Regulation  S-X  and  the 
emphasis  which  is  being  placed  on  the 
use  of  the  annual  report  as  a  key 
document  in  integrating  reporting  under 
the  securities  acts. 

B.  Interim  Financial  Information — Age. 
Form  and  Content 

In  addition  to  proposing  a  uniform 
requirement  for  periods  to  be  covered  by 
audited  tinancial  statements,  revisions 
are  being  proposed  relating  to  the  age, 
form  and  content  of  unaudited  interim 
financial  information  required  to  be 
provided  in  registration  statements. 

Under  existing  requirements  of  the 
various  forms,  a  “90  day”  or  "six- 
month”  rule  must  be  followed  to 
determine  the  age  of  financial 
information  required  to  be  tiled.  The 
proposed  rules  would  revise  and  update 
these  requirements  to  recognize 
quarterly  reporting  requirements  under 
the  Exchange  Act  and  would  ensure  that 
information  provided  in  registration 
statements  under  the  Securities  Act  is  at 
least  as  current  as  the  data  already 
required  to  be  tiled  under  the  Exchange 
Act.  As  to  form  and  content,  changes 
are  being  proposed  which  should  greatly 
reduce  the  burden  on  most  registrants 
who  are  required  to  tile  interim  financial 
information.  The  proposed  amendments 
would  in  most  cases  eliminate  the  need 
to  provide  complete  financial  statements 
and  schedules  for  interim  periods  and 
would  allow  interim  data  to  be  provided 
in  the  same  degree  of  detail  as  is 
required  under  Form  10-Q. 

Age  of  Financial  Statements 

The  proposed  uniform  tinancial 
statement  requirement  would  require 
audited  balance  sheets  as  of  the  end  of 
the  two  most  recent  tiscal  years  and 
audited  statements  of  income  and 
changes  in  tinancial  position  for  each -of 
the  most  recent  three  tiscal  years. 
Exceptions  to  this  would  occur  under 
the  proposed  rules  when  filings,  other 
than  of  Forms  10-K  or  10,  are  made 
within  90  days  after  the  registrant’s 
fiscal  year  and  the  audited  tinancial 
statements  for  the  most  recent  tiscal 
year  are  not  available.  In  these 
circumstances,  the  audited  balance 
sheets  may  be  as  of  the  end  of  the  two 
preceding  years  and  audited  statements 
of  income  and  changes  in  financial 
position  may  be  presented  for  each  of 
the  three  tiscal  years  preceding  the  date 
of  the  most  recent  audited  balance  sheet  ^ 
presented.  However,  under  these 


circumstances,  an  additional  balance 
sheet  would  be  required  (which  may  be 
unaudited)  as  of  a  date  within  90  days  of 
the  date  of  tiling  and  unaudited 
statements  of  income  and  changes  in 
tinancial  position  would  be  required  on 
a  comparative  basis  for  the  interim 
period  between  date  of  most  recent 
audited  balance  sheet  presented  and 
date  of  most  recent  balance  sheet  tiled. 

Where  a  tiling  is  not  made  within  90 
days  after  the  end  of  the  registrant’s 
fiscal  year  (or  120  days  fort  a  tiling  on 
Form  10),  the  tiling  would  be  required  to 
include  an  additional  balance  sheet 
(which  may  be  unaudited)  as  of  an 
interim  date  within  90  days  prior  to  the 
date  of  tiling,  or  135  days  if  the  tests 
described  below  are  met.  There  would 
also  be  included  unaudited  statements 
of  income  and  changes  in  tinancial 
position  for  the  interim  period  between 
the  end  of  the  most  recent  tiscal  year 
and  the  date  of  the  most  recent  balance 
sheet  filed  as  well  as  for  the 
corresponding  interim  period  of  the 
preceding  year.  - 

Under  the  proposed  amendments,  if 
the  registrant  meets  the  “135  day”  tests 
described  below,  (i)  an  additional 
balance  sheet  need  not  be  provided  for 
tilings  made  after  90  days  but  before  135 
days  after  the  end  of  the  tiscal  year  and 
(ii)  the  most  recent  balance  sheet 
included  in  a  tiling,  made  after  134  days 
subsequent  to  the  end  of  the  tiscal  year, 
may  be  as  of  a  date  within  135  days 
prior  to  the  date  of  filing. 

“135-Day”  Tests: 

(a)  the  tiling  includes  audited  tinancial 
statements  as  of  the  registrant’s  most 
recent  fiscal  year  end; 

(b)  the  registrant  tiles  annual  and 
other  reports  pursuant  to  Section  13  or 
15(d)  of  the  Securities  Exchange  Act  of 
1934  and  all  reports  (10-K,  10-0  and  8- 
K)  due  at  the  time  of  tiling  have  been 
filed;  and 

(c)  no  debt  of  the  registrant  is  in 
default  as  to  principal,  interest  or 
sinking  fund  provisions. 

This  new  135  day  rule  is  being 
proposed  primarily  to  update  present 
rules  to  recognize  quarterly  reporting 
requirements  under  the  Exchange  Act. 

The  existing  six-month  rule  under  Forms 
S-1,  S-7,  and  S-11  has  never  been 
updated  in  recognition  of  requirements 
to  file  interim  data  on  Form  10-Q. 
Applicable  to  registrants  meeting  certain 
conditions  more  restrictive  than  those 
proposed  above,  the  six-month  rule  was 
originally  adopted  with  Form  S-1  prior 
to  the  inception  of  quarterly  reporting 
requirements  and  was  subsequently 
incorporated  into  Forms  S-7  and  S-11 
without  moditication. 

Presently,  reporting  companies  are 
required  to  tile  unaudited  interim 


tinancial  information  on  Form  IQ-Q 
within  45  days  of  the  end  of  each  of  the 
first  three  quarters  of  their  tiscal  year. 
Under  present  registration  requirements 
a  tiling  could  conceivably  be  tiled  under 
the  Securities  Act  with  tinancial 
information  less  current  than  that 
already  filed  under  the  Exchange  Act. 
Under  the  proposed  amendments 
tinancial  statements  included  in  a 
registration  statement  would  be  required 
to  be  at  least  as  current  as  any  tinancial 
statements  filed  under  the  Exchange 
Act.  Although  the  proposed 
amendments  would  require  more  current 
information  than  is  required  under  the 
six-month  rule,  they  would  not  require 
reporting  companies  to  provide 
information  any  more  current  than  is 
now  required  under  the  Exchange  Act. 

In  addition  to  the  above  proposal  of  a 
135  day  rule,  applicable  to  financial 
statements  as  of  the  tiling  date  of  a 
registration  statement,  financial 
statement  updating  requirements  are 
also  being  proposed  which  focus  on  the 
age  of  financial  statements  at  the 
effective  date  of  a  registration  statement 
or  at  the  proposed  mailing  date  in  the 
case  of  a  proxy  statement.  Where  the 
financial  statements  in  a  tiling  are  as  of 
a  date  more  than  135  days  prior  to  the 
expected  effective  date  of  the  tiling,  or 
proposed  mailing  date  in  the  case  of  a 
proxy  statement,  the  proposed  updating 
requirement  would  require  the  financial 
statements  to  be  updated  through  the 
end  of  the  latest  fiscal  quarter,  on  a 
comparative  basis,  in  the  same  detail  as 
required  in  quarterly  reports  tiled 
pursuant  to  Section  13  or  15(d)  of  the 
Exchange  Act.  The  Commission  believes 
that  such  an  updating  requirement  is 
needed  to  ensure  that  registration 
statements  under  the  Securities  Act 
contain  information  at  least  as  current 
as  that  required  to  be  tiled  under  the 
Exchange  Act.  Moreover,  the  proposed 
updating  requirement  is  generally 
consistent  with  present  provisions 
included  in  “Guide  23”  of  “Guides  for 
Preparation  and  Filing  or  Registration 
Statements.”  If  the  proposed 
amendments  are  ultimately  adopted. 
“Guide  23”  would  be  revised  or 
eliminated. 

Form  and  Content 

In  order  to  achieve  a  fully  integrated 
disclosure  system  the  Commission 
recognizes  that  the  requirements  under 
the  Securities  Act  and  the  Exchange  Act 
must  ultimately  be  made  consistent  as 
to  the  form  and  content  of  financial 
statements  presented  for  interim 
periods.  Presently,  the  disclosure 
requirements  for  interim  data  under  the 
two  acts  are  signiticantly  ditiPerent. 
Interim  or  stub  period  information 
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included  in  registration  statements 
under  the  Securities  Act  is  required  to 
be  presented  in  full  compliance  with 
Regulation  S-X,  including  complete 
financial  statements  and  schedules.  If 
separate  financial  statements,  for 
annual  periods,  for  the  parent  company 
only,  unconsolidated  subsidiaries  or  any 
50  percent  or  less  owned  persons  are 
required,  complete  financial  statements 
and  schedules  for  these  entities  are  also 
required  for  interim  periods.  Under  the 
Exchange  Act  the  disclosure  required  for 
interim  periods  is  significantly  different 
as  to  the  degree  of  detail  and  entities  for 
which  financial  statements  are 
provided.  On  a  Form  10-Q  only 
condensed  financial  statements,  without 
schedules,  are  required  for  the  registrant 
and  its  subsidiaries  consolidated.  In 
most  cases  parent  company  only 
financial  statements  are  omitted  and 
only  summarized  data  is  provided  for 
significant  unconsolidated  subsidiaries 
and  50  percent  or  less  owned  persons. 

To  move  toward  greater  consistency 
in  requirements  for  disclosure  of 
unaudited  interim  information,  the 
Commission  is  proposing  to  allow 
reporting  companies  which  meet  the 
new  135  day  tests  to  present  financial 
statements  for  interim  periods,  iq 
Securities  Act  filings,  in  the  same  degree 
of  detail  as  is  required  by  form  10-Q 
under  the  Exchange  Act — condensed 
financial  statements  with  schedules 
omitted.  This  proposed  reduction  in 
detail,  however,  would  not  eliminate  the 
need  to  provide  separate  financial 
statements  for  entities  for  which  annual 
financial  statements  may  be  required — 
parent  company  only,  subsidiaries  not 
consolidated,  50  percent  or  less  owned 
persons,  consolidated  majority-owned 
subsidiaries  engaged  in  diverse  financial 
activities,  and  affiliates  whose  securities 
are  pledged  as  collateral.  As  referred  to 
earlier  in  this  release,  the  Commission 
has  not  completed  its  studies  regarding 
the  significance  and  utility  of  these 
separate  financial  statements  and 
therefore  it  would  not  be  appropriate  to 
eliminate  the  requirements  for  separate 
financial  statements  at  this  time. 
Consequently,  under  the  proposed  rules 
separate  financial  statements  would 
continue  to  be  required,  but  could  be 
presented  in  the  same  degree  of  detail 
as  is  required  by  Form  10-Q.  Other 
registrants,  not  meeting  the  new  135  day 
tests,  would  continue  to  be  required  to 
present  complete  financial  statements 
and  schedules  for  interim  periods,  as 
ciurently  specified.  Comments  are 
specifically  requested  on  whether  this 
new  135  day  test  should  be  extended  to 
all  registrants. 


Although  the  proposed  rules  regarding 
interim  financial  information  would  not 
result  in  total  uniformity  in  disclosure 
under  the  Securities  Act  and  the 
Exchange  Act,  they  should  significantly 
reduce  the  burden  on  most  registrants 
required  to  prepare  registration 
documents. 

C.  Instructions  to  Financial  Statements 
Centralized  in  Regulation  S-X 

Instructions  as  to  the  financial 
statements  to  provided  in  a  filing  and 
the  periods  to  be  covered  are  presently, 
located  in  the  various  registration  and 
reporting  forms.  As  previously 
mentioned,  the  proposed  amendments 
would  remove  substantially  all  these 
instructions  from  the  various  forms  and 
would  position  a  centralized  set  of 
instructions  in  a  new  Article  3  of 
Regulation  S-X.  The  Commission 
believes  that  the  centralization  of  these 
instructions  would  facilitate  the 
establishment  of  a  uniform  requirement 
for  periods  to  be  covered  by  financial 
statements  and  would  simplify  adoption 
of  future  amendments  needed  to  further 
integrate  reporting  under  the  securities 
acts.  If  the  proposed  amendments  are 
ultimately  adopted.  Regulation  S-X 
which  is  now  titled  “Form  and  Content 
of  Financial  Statements”  would  be 
revised  as  “Form  and  Content  of  and 
Requirements  for  Financial  Statements.” 

In  proposing  to  relocate  the 
instructions  as  to  financial  statements  to 
Regulation  S-X,  it  should  be  noted  that 
no  significant  changes  are  being 
proposed  at  this  time  other  than  those 
relating  to  the  periods  to  be  covered  by 
financial  statements  and  those  regarding 
the  form  and  content  of  interim  data  in 
registration  statements.  One  minor 
change  however  that  should  be 
considered  by  commentators  relates  to 
financial  statements  of  development 
stage  companies. 

The  proposed  amendments  would 
revise  the  present  rules  applicable  to 
financial  statements  of  development 
stage  companies  required  to  be  filed  on 
Form  10-K.  Presently,  when  receipts  and 
expenditures  of  a  development  stage 
company,  each,  do  not  exceed  $5,000, 
the  financial  statements  may  be 
unaudited.  The  proposed  rules  would 
encompass  financial  statements  of  any 
inactive  company  and  would  raise  the 
receipts  and  expenditures  levels,  each  to 
$100,000.  This  proposal  broadens  and 
updates  the  present  rules. 


Text  of  Proposed  Rules 

PART  210~FORM  AND  CONTENT  OF 
FINANCIAL  STATEMENTS, 
SECURITIES  ACT  OF  1933, 
SECURITIES  EXCHANGE  ACT  OF 
1934,  PUBLIC  UTILITY  HOLDING 
COMPANY  ACT  OF  1935,  INVESTMENT 
company  act  of  1940,  AND 
ENERGY  POLICY  AND 
CONSERVATION  ACT  OF  1975 
***** 

Articles  3  and  4  are  proposed  to  be 
amended  by  (1)  renumbering  the  present 
Article  3  as  Article  4,  (2)  renumbering 
the  present  5  210.4-01  through  §  210.4-08 
as  §  210.3A-01  through  §  210.3A-08,  and 
(3)  inserting  new  §  210.3-01  through 
§  210.3-16  as  set  forth  below: 

General  Instructions  as  to  Financial 
Statements 

These  instructions  specify  the  balance 
sheets  and  statements  of  income  and 
changes  in  financial  position  to  be 
included  in  disclosure  documents 
prepared  in  accordance  with  Regulation 
S-X.  Other  portions  of  Regulation  S-X 
govern  the  examination,  form  and 
content  of  such  financial  statements, 
including  the  basis  of  consolidation  and 
the  schedules  to  be  filed.  The  financial 
statements  described  below  shall  be 
audited  unless  otherwise  indicated. 

For  filings  under  the  Securities  Act  of 
1933,  attention  is  directed  to  §  230.411(bJ 
regarding  incorporation  by  reference  to 
financial  statements  and  to  section  10(a) 
(3)  of  the  Act  regarding  information 
required  in  the  prospectus. 

For  filings  under  the  Securities 
Exchange  Act  of  1934,  attention  is 
directed  to  §  240.12b-23  regarding 
incorporation  by  reference  and 
§  240.12b-36  regarding  use  of  financial 
statements  filed  under  other  acts. 

§  210.3-4)1  Balance  sheets  of  the 
registrant 

There  shall  be  filed  for  the  registrant 
and  its  predecessors  audited  balance 
sheets  as  of  the  end  of  each  of  the  two 
most  recent  fiscal  years. 

If  the  filing,  other  than  a  filing  on 
Form  10-K  or  Form  10,  is  made  within  90 
days  after  the  end  of  the  registrant’s 
fiscal  year  and  the  audited  financial 
statements  for  the  most  recent  fiscal 
year  are  not  available,  the  balance 
sheets  may  be  as  of  the  end  of  the  two 
preceding  fiscal  years  and  the  filing 
shall  include  an  additional  balance 
sheet  (which  may  be  unaudited)  as  of  a 
date  within  90  days  of  the  date  of  filing. 

If  the  filing  is  not  made  within  90  days 
after  the  end  of  the  registrant’s  fiscal 
year  (or  120  days  for  filings  on  form  10), 
the  filing  shall  also  include  an  additional 
balance  sheet  (which  may  be  unaudited) 
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as  of  a  date  within  90  days  prior  to  the 
date  of  niing.  If  the  registrant  meets  the 
tests  set  forth  below,  (a)  an  additional 
balance  need  not  be  provided  for  filings 
made  after  90  days  but  before  135  days 
after  the  end  of  the  fiscal  year,  and  (b) 
the  most  recent  balance  sheet  included 
in  a  filing,  made  after  134  days 
subsequent  to  the  end  of  the  fiscal  year, 
may  be  as  of  a  date  within  135  days 
prior  to  the  date  of  filing  and  need  not 
be  presented  in  greater  detail  than  is 
required  for  quarterly  reports  filed 
pursuant  to  section  13  or  15(d]  of  the 
Securities  Exchange  Act  of  1934: 

(1)  The  filing  includes  audited 
financial  statements  as  of  the 
registrant’s  most  recent  fiscal  year  end: 

(2)  The  registrant  files  annud  and 
other  reports  pursuant  to  section  13  or 
15(d]  of  the  Securities  Exchange  Act  of 
1934  and  all  reports  due  at  the  time  of 
filing  have  been  filed:  and 

(3)  No  debt  of  the  registrant  is  in 
default  as  to  principal,  interest  or 
sinking  fimd  provisions. 

Notwithstanding  the  above 
requirements,  the  most  recent  interim 
balance  sheet  included  in  a  filing  shall 
be  at  least  as  current  as  the  most  recent 
balance  sheet  filed  with  the  Commission 
on  form  10-Q. 

§  2 1 0.3-02  Statements  of  income  and 
changes  in  financial  position  of  the 
registrant 

There  shall  be  filed  for  the  registrant 
and  its  predecessors  audited  statements 
of  income  and  changes  in  financial 
position  for  each  of  the  three  fiscal 
years  preceding  the  date  of  the  most 
recent  audited  balance  sheet  being  filed. 

In  addition,  for  any  interim  period 
between  the  end  of  the  most  recent  of 
such  fiscal  years  and  the  date  of  the 
most  recent  balance  sheet  being  filed, 
and  for  the  corresponding  period  of  the 
presceding  fiscal  year,  statements  of 
income  and  changes  in  financial 
position  shall  be  provided.  These 
interim  financial  statements  may  be 
unaudited.  If  the  registrant  meets  aU  the 
tests  under  §  210.3-01  for  inclusion  of 
the  most  recent  balance  sheet  as  of  a 
date  within  135  days  prior  to  the  dale  of 
filing,  the  statements  of  income  and 
changes  in  financial  position  required 
for  interim  periods  need  not  presented 
in  greater  detail  than  is  required  for 
quarterly  reports  filed  pursuant  to 
section  13  or  15(d]  of  the  Securities 
Exchange  Act  of  1934. 

See  also  the  instructions  under 
§  210.3-06. 

§  210.3-03  Omission  of  registrant’s 
finandai  statments  In  certain  cases. 

Notwithstanding  §$  210.3-01  and  3-02 
above,  the  individual  financial 


statements  of  the  registrant  may  be 
omitted  if  (a)  consolidated  financial 
statements  of  the  registrant  and  one  or 
more  of  its  subsidiaries  are  being  filed. 

(b)  the  conditions  specified  in  eiUier  of 
the  following  paragraphs  are  met,  and 

(c)  the  basis  for  the  omission  is  stated  in 
the  index  of  financial  statements  filed. 

(1)  The  registrant  is  primarily  an 
operating  company  and  all  subsidiaries 
included  in  the  consolidated  financial 
statements  being'filed,  in  the  aggregate, 
do  not  have  minority  equity  interest 
and/or  indebtedness  to  any  person 
other  than  the  registrant  or  its 
consolidated  subsidiaries  in  amounts 
which  together  exceed  5  percent  of  4he 
total  assets  as  shown  by  the  most  recent 
year  end  consolidated  balance  sheet. 
Indebtedness  incurred  in  the  ordinary 
course  of  business  which  is  not  overdue 
and  which  matures  within  one  year  from 
the  date  of  its  creation,  whether 
evidenced  by  securities  or  not,  and 
indebtedness  of  subsidiaries  which  is 
collateralized  by  the  registrant  by 
guarantee,  pledge,  assignment  or 
otherwise  are  to  be  excluded  for  the 
purpose  of  this  determination. 

(2)  Hie  registrant’s  total  assets, 
exclusive  of  investments  in  and 
advances  to  its  consolidated 
subsidiaries,  as  would  be  shown  by  its 
most  recent  year-end  balance  sheet  if  it 
were  filed,  constitute  75  percent  or  more 
of  the  total  assets  as  shown  by  the  most 
recent  year-end  consolidated  balance 
sheet;  and  the  registrant’s  total  sales 
and  revenues,  exclusive  of  interest  and 
dividends  received  from  or  its  equity  in 
the  income  of  the  consolidated 
subsidiaries,  as  would  be  shown  by  its 
income  statement,  for  the  most  recent 
fiscal  year  if  it  were  filed,  constitute  75 
percent  or  more  of  the  total  sales  and 
revenues  shown  by  the  most  recent 
annual  consolidated  income  statement. 

§  210.3-04  Consolidated  balance  sheets. 

There  shall  be  filed  consolidated 
balance  sheets  of  the  registrant  and  its 
subsidiaries  as  of  the  same  dates  and  in 
the  same  detail  as  each  balance  sheet  of 
the  registrant  filed  pursuant  to  §  210.3- 
01.  The  consolidated  balance  sheets 
shall  be  audited  if  the  registrant’s 
balance  sheet  as  of  the  same  date  is 
audited.  If  the  registrant’s  balance 
sheets  are  omitted  pursuant  to  S  210.3- 
03.  the  consolidated  balance  sheets 
being  filed  shall  be  as  of  the  same  dates 
and  in  the  same  detail  as  the  balance 
sheets  of  the  registrant  which  otherwise 
would  be  required  and  shall  be  audited 
if  the  corresponding  balance  sheet  of  the 
registrant  would  otherwise  be  required 
to  be  audited. 


§  210.3-05  Consolidated  statements  of 
income  and  statements  of  changes  in 
financial  position. 

There  shall  be  filed  for  the  registrant 
and  its  subsidiaries  audited  statements 
of  income  and  changes  in  financial 
position  for  each  of  the  three  fiscal 
years  preceding  the  date  of  the  most 
recent  audited  balance  sheet  being  filed. 

In  addition,  for  any  interim  period 
between  the  end  of  the  most  recent  of 
such  fiscal  years  and  the  date  of  the 
most  recent  balance  sheet  being  filed, 
and  for  the  corresponding  period  of  the 
preceding  fiscal  year,  statements  of 
income  and  changes  in  financial 
position  shall  be  provided.  Such  interim 
financial  statements  may  be  unaudited. 
Further,  if  the  registrant  meets  all  the 
tests  under  §  210.3-01  for  inclusion  of 
the  most  recent  balance  sheet  as  of  a 
date  within  135  days  prior  to  the  date  of 
filing,  the  statements  of  income  and 
changes  in  financial  position  required 
for  interim  periods  need  not  be 
presented  in  greater  detail  than  is 
required  for  quarterly  reports  filed 
pursuant  to  section  13  or  15(d)  of  the 
Securities  Exchange  Act  of  1934. 

§  210.3-06  Instructions  to  registrant  and 
consolidated  income  statement 
requirements. 

(a)  The  statements  required  shall  be 
prepared  in  compliance  with  the 
applicable  requirements  of  this 
Regulation. 

(b)  If  the  registrant  is  engaged 
primarily  (1)  in  the  generation, 
transmission  or  distribution  of 
electricity,  the  manufacture,  mixing, 
transmission  or  distribution  of  gas,  the 
supplying  or  distribution  of  water,  or  the 
furnishing  of  telephone  or  telegraph 
service;  or  (2)  in  holding  securities  of 
companies  engaged  in  such  businesses, 
it  may  at  its  option  include  statments  of 
income  and  changes  in  financial 
position  (which  may  be  unaudited)  for 
the  twelve-month  period  ending  on  the 
date  of  the  most  recent  balance  sheet 
being  filed,  in  lieu  of  the  income 
statements  for  the  interim  periods 
specified. 

(c)  If  a  period  or  periods  reported  on 
include  operations  of  a  business  prior  to 
the  date  of  acquisition,  or  for  other 
reasons  differ  fi’om  reports  previously 
issued  for  any  period,  the  statements 
shall  be  reconciled  as  to  sales  or 
revenues  and  net  income  in  the 
statement  or  in  a  note  thereto  with  the 
amounts  previously  reported:  Provided, 
however.  That  such  reconciliations  need 
not  be  made  (1)  if  they  have  been  made 
in  filings  with  Ae  Commission  in  prior 
years  or  (2)  the  financial  statements 
which  are  being  retroactively  adjusted 
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have  not  previously  been  hied  with  the 
Commission  or  otherwise  made  public. 

(d)  In  connection  with  any  unaudited 
statement  for  an  interim  period  a 
statement  shall  be  made  that  all 
adjustments  necessary  to  a  fair 
statement  of  the  results  for  such  period 
have  been  included.  If  all  such 
adjustments  are  of  a  normal  recurring 
nature,  a  statement  to  that  effect  shall 
be  made;  otherwise,  there  shall  be 
furnished  information  describing  in 
appropriate  detail  the  natiu%  and 
amount  of  any  adjustments  other  than 
normal  recmring  adjustments  entering 
into  the  determination  of  the  results 
shown. 

§  210.3-07  Past  successions  to  other 
businesses. 

If,  during  the  period  for  which  its 
income  statements  are  required,  the 
registrant  has  by  purchase  or  polling  of 
interests  suceeded  to  one  or  more 
businesses,  the  additions,  eliminations 
and  other  changes  effected  in  the 
succession  shall  be  appropriately  set 
forth  in  a  note  or  supporting  schedule  to 
the  balance  sheets  being  filed,  and,  if  a 
purchase  has  been  effected  during  the 
most  recent  fiscal  year  or  in  a 
subsequent  period,  pro  forma  statements 
of  income  reflecting  the  combined 
operations  of  the  entities  shall  be 
furnished  in  columnar  form  for  the  latest 
fiscal  year  and  any  comparable  interim 
periods.  In  addition,  if  any  purchased 
business  or  businesses,  singly  or  in  the 
aggregate,  had  major  significance  in 
relation  to  the  registrant,  audited  income 
statements,  separate  or  combined  as 
appropriate,  for  such  business  or 
businesses  shall  be  filed  for  such 
periods  prior  to  the  purchase  as  may  be 
necessary  when  added  to  the  time,  if 
any,  for  which  audited  income 
statements  after  the  purchase  are  filed 
to  cover  the  equivalent  of  the  period 
specified  in  §  §  210.3-02  and  3-05  above. 
Ihe  test  of  major  significance  shall  be 
based  on  the  tests  used  in  the  term 
"significant  subsidiary"  with  substituted 
percentages  (determined  in  comparison 
to  the  most  recent  annual  consolidated 
financial  statements  of  the  registrant 
being  filed)  being  utilized  in  relation  to 
the  period  die  businesses  have  been 
merged  prior  to  the  date  of  the 
registrant’s  most  recent  audited  balance 
sheet  as  follows:  (1)  for  one  full  year  or 
less,  no  substitution;  (2)  more  than  one 
but  less  than  two  full  years,  25  percent; 
and  (3)  two  full  years  or  more,  45 
percent.  If  financial  statements  for  an 
acquired  business  would  not  be  required 
in  the  year  of  acquisition,  they  would 
not  be  required  subsequently.  (See 
Release  No.  33-4950  with  regard  to  audit 


requirements  for  such  financial 
statements.) 

This  instruction  shall  not  apply  with 
respect  to  the  registrant’s  succession  to 
the  business  of  any  totally  held 
subsidiary  or  to  the  succession  of  one  or 
more  businesses  if  such  businesses, 
considered  in  the  aggregate,  would  not 
meet  the  test  of  a  significant  subsidiary. 

Information  required  by  the  foregoing 
instruction  is  nor  required  to  be  induded 
in  a  filing  on  Form  10-K. 

§  210.3-08  Future  successions  to  other 
businesses. 

(a)  If,  after  the  date  of  the  most  recent 
balance  sheet  filed  pursuant  to  S  210.3- 
01  or  3-04  above,  the  registrant  by 
purchase  or  by  pooling  of  interests  has 
succeeded  to  or  is  about  to  succeed  to 
one  or  more  businesses  or  has  acquired 
or  is  about  to  acquire  an  investment  in  a 
business  the  investment  in  which  is 
required  to  be  accounted  for  by  the 
equity  method,  there  shall  be  filed  for 
such  businesses  financial  statements, 
combined  if  appropriate,  prepared  in 
accordance  with  Regulation  S-X.  In 
addition,  to  reflect  the  succession  to  any 
businesses,  there  shall  be  filed  in 
columnar  form  (1)  a  balance  sheet  of  the 
registrant  (or  the  registrant  and  its 
subsidiaries  consolidated,  if 
appropriate),  (2)  the  balance  sheets  of 
the  constituent  businesses,  (3)  the 
changes  to  be  effected  in  the  succession, 
and  (4)  the  pro  forma  balance  sheet  of 
the  registrant  giving  effect  to  the  plan  of 
succession.  There  shall  also  be  filed,  in 
columnar  form  pro  forma  statements  of 
income  for  the  periods  for  which  the 
results  of  operations  of  the  acquired 
business  woiild  have  been  included  in 
the  registrant’s  income  statement  for  a 
pooling  of  interests  or  would  have  been 
presented  on  a  pro  forma  basis  for  a 
purchase  had  the  succession  occurred 
on  the  date  of  the  latest  balance  sheet 
filed.  By  a  note  to  the  financial 
statements  or  otherwise,  a  brief 
explanation  of  the  changes  shalfbe 
given. 

(b)  The  acquisition  of  securities  shall 
be  deemed  to  be  the  acquistion  of 
business  if  such  securities  give  control 
of  the  business  or  combined  with 
securities  already  held  give  such  control. 
In  addition,  the  acquisition  of  securities 
which  will  extend  the  registrant’s 
control  of  a  business  shall  be  deemed 
the  acquisition  of  the  business  if  any  of 
the  securities  being  registered  hereunder 
are  to  be  offered  in  exchange  for  the 
seciuities  to  be  acquired. 

(c)  No  financial  statements  need  be 
filed,  however,  for  any  business 
acquired  or  to  be  acquired  or  for  any 
business  in  which  an  investment 
acquired  or  to  be  acquired  is  requited  to 


be  accounted  for  by  the  equity  method, 
fit>m  a  totally  held  subsidiary.  In 
addition,  the  statements  of  any  one  or 
more  such  businesses  may  be  omitted  if 
the  businesses,  considered  in  the 
aggregate,  would  not  meet  the  test  of  a 
significant  subsidiary;  Provided,  That 
the  statements  of  any  business  may  not 
be  omitted  where  any  of  the  securities 
being  registered  are  to  be  offered  in 
exchange  for  securities  representing 
such  business  or  for  assets  of  such 
business. 

Information  required  by  the  foregoing 
instruction  is  not  required  to  be  included 
in  a  filing  on  Form  10-K. 

§  210.3-09  Hnancial  statements  of 
subsidiaries  not  consolidated  and  50 
percent  or  less  owned  persons. 

(a) (1)  Subject  to  §  210.3A-03  regarding 
group  Lancia!  statements  and 
paragraphs  (b)  and  (c)  below,  there  shall 
be  filed  for  each  majority-owned 
subsidiary  not  consolidated  and  each  50 
percent  or  less  owned  person  for  which 
the  investment  is  accounted  for  by  the 
equity  method  by  the  registrant  or  a 
consolidated  subsidiary  of  the  registrant 
the  financial  statements  which  would  be 
required  if  each  such  subsidiary  or  other 
person  were  a  registrant.  Insofar  as 
practicable,  these  financial  statements 
shall  be  as  of  the  same  dates  or  for  the 
same  periods  as  those  of  the  registrant. 

(2)  If  it  is  impracticable  to  file 
financial  statements  of  any  subsidiary 
not  consolidated  or  50  percent  or  less 
owned  person  accounted  for  by  the 
equity  method  as  of  a  date  within  90 
days,  or  within  135  days  if  registrant’s 
financial  statements  are  permitted 
pursuant  to  $  210.3-01  to  be  filed  as  of  a 
date  within  135  days  prior  to  the  date  of 
filing,  there  may  be  filed  in  lieu  thereof 
audited  financial  statements  of  such 
subsidiary  or  other  person  as  of  the  end 
of  its  most  recent  annual  or  semi-annual 
fiscal  period  preceding  the  date  of  filing 
the  registration  statement  for  which  it  is 
practicable  to  do  so. 

(b)  Summarized  financial  information. 
Notwithstanding  paragraph  (a)  above, 
summarized  information  as  to  assets, 
liabilities  and  results  of  operations  may 
be  presented  on  an  individual  or  group 
basis  in  notes  to  the  financial 
statements  for  all  subsidiaries  not 
consolidated  and  50  percent  or  less 
owned  persons  accounted  for  by  the 
equity  method,  except  such  subsidiaries 
or  50  percent  or  less  owned  persons 
which  are  individually  significant  under 
the  tests  specified  in  paragraph  (c) 
below. 

(c)  Omission  of  financial  statements 
required  by  (a)  and  (b)  abave. 
Notwithstanding  paragraphs  (a)  and  (b) 
there  may  be  omitted  all  financial 
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statements  of  any  one  ot  more 
consolidated  subsidiaries  or  50  percent 
or  less  owned  persons  accounted  for  by 
the  equity  method,  if  in  the  aggregate  (1) 
neither  the  registrant’s  and  its  other 
subsidiaries’  investments  in  and 
advances  to,  nor  thev  proportionate 
share  of  the  total  assets  (after 
intercompany  eliminations)  of,  such  . 
subsidiaries  and  other  persons  exceed 
10  percent  of  the  total  assets  as  shown 
by  the  most  recent  year-end 
consolidated  balance  sheet;  (2)  the  total 
sales  and  revenues  (after  intercompany 
eliminations)  of  such  subsidiaries  or 
other  persons,  reduced  to  the 
percentages  of  equity  interests  held  by 
the  registrant  and  its  subsidiaries  in 
such  subsidiaries  and  other  persons,  do 
not  exceed  10  percent  of  the  total  sales 
and  revenues  as  shown  by  the  most 
recent  annual  consolidated  income 
statement;  and  (3)  the  registrant's  and 
its  other  subsidiaries’  equity  in  the 
income  before  income  taxes  and 
extraordinary  items  of  the  subsidiaries 
and  other  persons  does  not  exceed  10 
percent  of  such  income  of  the  registrant 
and  consolidated  subsidiaries  (ot  the 
most  recent  fiscal  year.  Provided  That,  if 
such  income  of  the  registrant  and  its 
consolidated  subsidiaries  for  the  last 
fiscal  year  is  at  least  10  percent  lower 
than  the  average  of  such  income  for  the 
last  five  fiscal  years,  such  average 
income  may  be  substituted  in  the 
determination. 

§  210.3-10  Financial  statements  of 
affiliates  whose  securities  collateralize  and 
issue  registered  or  being  registered. 

(a)  For  each  entity  whose  securities 
constitute  a  substantial  portion  of  the 
collateral  for  any  class  of  securities 
registered  or  being  registered,  there 
shall  be  filed  the  financial  statements 
that  would  be  required  if  the  affiliate 
were  a  registrant.  However,  statements 
need  not  be  filed  pursuant  to  this 
instruction  for  any  person  whose 
statements  are  otherwise  filed  with  the 
registration  statement  on  an  individual, 
consolidated  or  combined  basis. 

(b)  For  the  purposes  of  this 
insiniction,  securities  of  a  person  shall 
be  deemed  to  constitute  a  substantial 
portion  of  collateral  if  the  aggregate 
principal  amount,  par  value,  or  book 
value  as  shown  by  the  books  of  the 
registrant,  or  maiicet  value,  whichever  is 
the  greatest  of  such  securities  equals  20 
percent  or  more  of  the  principal  amount 
of  the  class  secured  thereby. 

§  210.3-1 1  Hnancial  statements  of  an 
inactive  registrant 

If  a  registrant  is  em  inactive  entity  as 
defined  below,  the  financial  statements 
required  by  this  regulation  may  be 


unaudited.  An  inactive  entity  is  (me 
meeting  all  of  the  following  conditions: 

(a)  Gross  receipts  firom  all  sources  for 
the  fis(»l  year  are  not  in  excess  of 
$100,000; 

(b)  The  registrant  has  not  purchased 
or  sold  any  or  its  own  stock,  granted 
options  therefore,  or  levied  assessments 
upon  outstanding  stocdc; 

(c)  Expenditures  for  all  purpose  for 
the  fisc^  year  are  not  in  excess  of 
$100,000; 

(d)  No  material  change  in  the  business 
has  occurred  during  the  fiscal  year, 
including  any  banl^ptcy, 
reorganization,  readjustment  or 
succession  or  any  material  acquisiticm 
or  disposition  of  plants,  mines,  mining 
equipment,  mine  rights  or  leases;  and 

(e)  No  exchange  upon  which  the 
shares  are  listed,  or  governmental 
authority  having  jurisdiction,  requires 
the  furnishing  to  it  or  the  publication  of, 
audited  financial  statements. 

§  210.3-12  Age  of  financial  statements  at 
effective  date  of  registration  statement  or 
at  mailing  date  of  proxy  statement 

If  the  financial  statements  in  a  filing 
are  as  of  a  date  more  than  135  days 
prior  to  the  date  the  filing  is  expected  to 
become  effective,  or  proposed  mailing 
data  in  the  case  of  a  proxy  statement, 
the  financial  statements  shall  be 
supplemented  with  condensed  financial 
statements  through  the  end  of  the  latest 
fiscal  quarter  on  a  comparative  basis. 
Such  condensed  financial  statements 
shall  be  presented  in  the  same  degree  of 
detail  as  is  required  for  quarterly  reports 
filed  pursuant  to  section  13  or  15(d)  of 
the  Securities  Exchange  Act  of  1934. 

§  210.3-13  niing  of  other  financial 
statements  in  certain  cases. 

The  Commission  may,  upon  the 
informal  written  request  of  the 
registrant,  and  where  consistent  with 
the  protection  of  investors,  permit  the 
omission  of  one  or  more  of  the  financial 
statements  herein  required  or  the  filing 
in  substitution  therefor  of  appropriate 
statements  of  comparable  character. 

The  Commission  may  also  by  informal 
written  notice  require  the  filing  of  other 
financial  statements  in  addition  to,  or  in 
substitution  for.  the  statements  herein 
required  in  any  case  where  such 
statements  are  necessary  or  appropriate 
for  an  adequate  presentation  of  the 
financial  condition  of  any  person  whose 
financial  statements  are  required,  or 
whose  statements  are  otherwise 
necessary  for  the  protection  of  investors. 

§  210.3-14  Special  Instructions  for  real 
estate  operations  to  be  acquired. 

If,  during  the  period  for  which  income 
statements  are  required,  the  registrant 
(a)  has  Acquired  one  or  more  properties 


which  in  the  aggregate  are  significant,  or 
(b)  since  the  date  of  the  latest  balance 
sheet  required  has  acquired  or  proposes 
to  acquire  one  or  more  properties  which 
in  the  aggregate  are  significant,  the 
following  slmll  be  furnished  with  respect 
to  such  properties: 

(1)  Audited  income  statements,  for  the 
three  most  recent  fiscal  years.  whi(di 
shall  exclude  items  not  comparable  to 
the  proposed  future  operation  of  the 
property  such  as  mortgage  interest, 
leasehold  rental,  depreciation,  corporate 
expenses  and  Federal  and  state  income 
taxes.  Earnings  per  unit  shall  not  be 
given  in  these  statements. 

(2)  If  the  property  is  to  be  operated  by 
the  registrant,  there  shall  be  furnished  a 
statement  showing  the  estimated 
taxable  operating  results  of  the 
registrant  based  on  the  most  recent 
twelve  month  period  including  such 
adjustments  as  can  be  factually 
supported.  If  the  property  is  to  be 
acquired  subject  to  a  net  lease  the 
estimated  taxable  operating  results  shall 
be  based  on  the  rent  to  be  paid  for  the 
first  year  of  the  lease.  In  either  case,  the 
estimated  amount  of  cash  to  be  made 
available  by  operations  shall  be  shown. 
There  shall  be  stated  in  an  introductory 
paragraph  the  principal  assumptions 
which  have  been  made  in  preparing  the 
statements  of  estimated  taxable 
operating  results  and  cash  to  be  made 
available  by  operations. 

(3)  If  appropriate  under  the 
circumstances,  there  shall  be  given  in 
tabular  form  for  a  limited  number  of 
years  the  estimated  cash  distribution 
per  unit  showing  the  portion  thereof 
reportable  as  taxable  income  and  the 
portion  representing  a  return  of  capital 
together  with  an  explanation  of  annual 
variations,  if  any.  If  taxable  net  incopie 
per  unit  will  becxime  greater  than  the 
cash  available  for  distribution  per  unit, 
that  fact  and  approximate  year  of 
occurrence  shall  be  stated,  if  significant. 

Information  called  for  by  the  foregoing 
instruction  is  not  required  to  be  included 
in  filings  on  Form  lO^K. 

§  210.3-15  Spedai  provision  as  to  real 
estate  investment  trusts. 

In  lieu  of  the  income  statements 
required  by  §  210.5-03  there  shall  be 
filed  statements  of  income  and  expense 
and  statements  of  realized  gain  or  loss 
on  the  properties  and  investments  which 
shall  generally  conform  with  the 
requirements  of  i§  210.6-04  and  6-05.  In 
place  of  the  balance  sheet  caption 
prescribed  by  §  210.5-02-39(a)(3)  there 
shall  be  shown  separately  (a)  the 
balance  of  undistributed  net  income  and 
(b)  accumulated  net  realized  gain  or  loss 
on  investments,  and  the  statements  of 
other  stockholders’  equity  shall 
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generally  conform  to  the  requirements  of 
§  210.6-07.  • 

The  trust’s  status  as  a  "real  estate 
investment  trust"  under  applicable 
provisions  of  the  Internal  Revenue  Code 
as  amended  shall  be  stated  in  a  note 
referred  to  in  the  appropriate 
statements.  Such  note  shall  also  indicate 
briefly  the  principal  present 
assumptions  on  whi^  the  trust  has 
relied  in  making  or  not  making 
provisions  for  Federal  income  taxes. 

The  tax  status  of  distributions  per  unit 
shall  be  stated  (e.g.,  ordinary  income, 
capital  gain,  rehim  of  capital). 

§  210.^16  Reorganization  of  registrant. 

(a)  If,  during  the  period  for  which  its 
income  statements  are  required,  the 
registrant  has  emerged  from  a 
reorganization  in  which  substantial 
changes  occurred  in  its  asset,  liability, 
capital  shares,  other  stockholders* 
equity  or  reserve  accounts,  a  brief 
explanation  of  such  changes  shall  be  set 
forth  in  a  note  or  supporting  schedule  to 
the  balance  sheets  filed. 

(b)  If  the  registrant  is  about  tl^  emerge 
from  such  a  reorganization,  there  shall 
be  filed,  in  addition  to  the  balance 
sheets  of  the  registrant  otherwise 
required,  a  balance  sheet  giving  effect  to 
the  plan  of  reoiganization.  These 
balance  sheets  shall  be  set  forth  in  such 
form,  preferably  columnar,  as  will  show 
in  related  manner  the  balance  sheet  of 
the  registrant  prior  to  the  reorganization, 
the  changes  to  be  effected  in  the 
reorganization  and  the  balance  sheet  of 
the  registrant  after  giving  effect  to  the 
plan  of  reorganization.  By  a  footnote  or 
otherwise  a  brief  explanation  of  the 
changes  shall  be  given. 

PART  239— FORMS  PRESCRIBED 
UNDER  THE  SECURITIES  ACT  OF  1933 
***** 

1.  Form  S-1  is  proposed  to  be 
amended  by  deleting  Iiutructions  as  to 
Financial  Statements  and  revising  Item 
19  to  read  as  follows: 

§  239. 1 1  Form  S-1,  registration  statement 
under  the  Seci^Ues  Act  of  1933. 
***** 

Item  19.  Financial  Statements 

Include  in  die  prospectus  the  financial 
statements  required  by  Regulation  S-X. 
Although  all  schedules  required  by 
Regulation  S-X  are  to  be  included  in  the 
registration  statement  all  such 
schedules  other  than  those  prepared  in 
accordance  with  Rules  12-27, 12-42  and 
12-43  of  the  Regulation,  may  be  omitted 
from  the  prospectus. 

*  •  •  •  * 


2.  Form  S-2  is  proposed  to  be 
amended  by  revising  Item  13  to  read  as 
follows: 

§  239.12  Form  S-2,  for  shares  of  certain 
corporations  in  the  development  stage. 
***** 

Item  13.  Financial  Statements 

Include  in  the  prospectus  the  financial 
statements  required  by  Regulation  S-X. 
Although  all  schedules  required  by 
Regulation  S-X  are  to  be  included  in  the 
registration  statement,  all  such 
schedules  may  be  omitted  from  the 
prospectus. 

***** 

3.  Form  S-3  is  proposed  to  be 
amended  by  revising  Item  12  to  read  as 
follows: 

§  239.13  Form  S-3,  for  shares  of  mining 
corporations  in  the  development  stage. 
***** 

Item  12.  Financial  Statements 

Include  in  the  prospectus  the  financial 
statements  required  by  Regulation  S-X.  ~ 
Although  all  schedules  required  by 
Regulation  S-X  are  to  be  included  in  the 
registration  statement,  aH  such 
schedules  may  be  omitted  from  the 
prospectus. 

***** 

4.  Form  S-8  is  proposed  to  be 
amended  by  revising  Item  17  and 
paragraph  (b)  of  Item  11  to  read  as 
follows: 

§  239.16b  Form  S-8,  for  registration  under 
the  Securities  Act  of  1933  of  securities  to 
be  offered  to  employees  pursuant  to 
certain  plans. 

***** 

Item  17.  Financial  Statements  of  the 
Issuer 

Include  in  the  prospectus  the  financial 
statements  required  by  Regulation  S-X 
for  the  issuer  and  its  subsidiaries 
consolidated.  All  schedules  may  be 
omitted  from  the  registration  statement 
except  those,  prepared  in  accordance 
with  Rules  12-27, 12-42  and  12-43  which 
shall  be  included  in  the  prospectus. 
Instruction.  If  the  annual  report  of  the 
issuer  to  its  security  holders  for  its  last 
fiscal  year  includes  audited  financial 
statements  substantially  meeting  the 
above  requirements,  such  statements 
may  be  incorporated  by  reference  in  the 
prospectus.  If  such  financial  statements 
are  incorporated  by  reference  in  the 
prospectus,  copies  of  the  annual  report 
shall  be  filed  as  an  exhibit  of  the 
registration  statement  and  the 
accountant’s  certificate  shall  be 
manually  signed  on  one  of  such  copies. 
***** 


(bj  An  audited  statement  of  income 
and  changes  in  plan  equity  for  each  of 
the  latest  three  fiscal  years  of  the  plan 
(or  such  lesser  period  as  the  plan  has 
been  in  existence). 
***** 

5.  Form  S-11  is  proposed  to  be 
amended  by  deleting  Instructions  to 
Financial  Statements  and  revising  Item 
24  to  read  as  follows: 

§  239. 18  Form  S-1 1,  for  registration  under 
the  Securities  Act  of  1933  of  securities  of 
certain  real  estate  companies. 
***** 

Item  24.  Financial  Statements 

Include  in  the  prospectus  the  financial 
statements  required  by  Regulation  S-X. 
Although  all  schedules  required  by 
Regulation  S-X  are  to  be  included  in  the 
registration  statement,  all  such 
schedules  other  than  those  prepared  in 
accordance  with  Rules  12-19  (which 
replaces  Rule  12-02  for  this  form),  12-42 
and  12-43  of  the  Regulation  may  be 
omitted  from  the  prospectus. 
***** 

6.  Form  S-7  is  proposed  to  be 
amended  by  deleting  Item  6  and  revising 
Item  11  to  read  as  follows: 

§  239.26  Form  S-7,  for  registration  under 
the  Securities  Act  of  1933  of  securities  of 
certain  issuers. 

***** 

Item  11.  Financial  Statements 

Include  in  the  prospectus  all  financial 
statements  required  by  Regulation  S-X. 
All  schedules  may  be  omitted  from  the 
registration  statement  except  those 
prepared  in  accordance  with  rules  12-27. 
12-42  and  12-43  which  shall  be  included 
in  the  prospectus. 

PART  249— FORMS,  SECURITIES 
EXCHANGE  ACT  OF  1934 
***** 

1.  Form  10  is  proposed  to  be  amended 
by  deleting  Instnictions  to  Financial 
Statements  and  adding  a  new  Item  17  to 
read  as  follows: 

§  249.210  Form  10,  general  form  for 
registration  qf  securities  pursuant  to 
section  12  (b)  or  (g)  of  the  Securities 
Exchange  Act  of  1934. 
***** 

Item  17.  Financial  Statements 

Include  in  the  registration  statement 
all  financial  statements  required  by 
Regulation  S-X. 

***** 

2.  Form  10-K  is  proposed  to  be 
amended  by  deleting  the  Instructions  as 
to  Financial  Statements  and  revising  the 
present  Item  12.  See  proposed  technical 
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amendments  in  the  concurrent  release 
on  revision  of  Form  10-K  (Securities  Act 
Release  No.  6176). 

PART  240->GENERAL  RULES  AND 
REGULATIONS,  SECURITIES 
EXCHANGE  ACT  OF  1934 

*  -  *  *  *  * 

1.  Rule  14a-3  is  proposed  to  be 
amended  by  revising  paragraphs  (b)(1), 
(b)(2)  and  (b)(3).  For  proposed  revision 
to  paragraph  (b)(3),  see  concmrent 
Seciuities  Act  Release  No.  6178. 
Paragraphs  (b)(1)  and  (b)(2)  are 
proposed  to  be  revised  to  read  as 
follows: 

S  240.14a-3  Information  to  be  furnished  to 
securityholders. 

***** 

(b)  *  *  ‘ 

(1)  The  report  shall  include  the 
Rnancial  statements  required  by 
Regulation  S-X  for  the  registrant  and  its 
subsidiaries  consolidated.  Any  financial 
statement  schedules  or  exhibits  which 
may  otherwise  be  required  in  filings 
with  the  Commission  may  be  omitted. 
Investment  companies  registered  under 
the  Investment  Company  Act  of  1940 
need  include  financial  statements  only 
for  the  last  fiscal  year. 

(2)  Financial  statements  and  notes 
thereto  shall  be  presented  in  roman  type 
at  least  as  large  and  as  legible  as  10- 
point  modem  type.  If  necessary  for 
convenient  presentation,  the  financial 
statements  may  be  in  roman  type  as 
large  and  as  legible  as  8-point  modem 
type.  All  type  shall  be  leaded  at  least  2- 
point. 

***** 

2.  Rule  14a-101  is  proposed  to  be 
amended  by  revising  Item  15  of 
Schedule  14A  (§  240.14a-101)  to  read  as 
follows: 

§  240.148*101  Schedula  14JL  Information 
required  in  proxy  statement 
***** 

Item  15.  Financial  Statements 

If  action  is  to  be  taken  with  respect  to 
any  matter  specified  in  Item  12, 13  or  14 
above,  furnish  the  financial  statements 
required  by  Regulation  S-X.  One  copy  of 
the  definitive  proxy  statement  filed  with 
the  Conunission  shall  include  a 
manually  signed  copy  of  the 
accountant’s  certificate. 

The  financial  statements  of  an 
acquired  company  not  subject  to  the 
reporting  provisions  of  the  Exchange 
Act  required  to  be  furnished  pursuant  to 
Regulation  S-X  shall  be  certified  to  die 
extent  practicable.  However,  if  the 
proxy  statement  is  to  be  included  in  a 
filing  on  Form  S-14,  the  financial 
statements  of  the  acquired  business 


must  be  certified  for  three  years  or  must 
comply  with  the  requirements  of 
Securities  Act  Release  No.  4950. 

Notwithstanding  the  provisions  of 
Regulation  S-X  no  schedules  other  than 
those  prepared  in  accordance  with  Rules 
12-27, 12-42  and  12-43  of  that  regulation 
need  be  furnished  in  the  proxy 
statement 

Parent  company  only  financial 
statements  are  not  required  to  be  filed 
unless  necessary  to  make  the  financial 
statements  not  misleading. 

***** 

3.  Rule  14c-3  is  proposed  to  be 
amended  by  revising  paragraphs  (a)(1), 
(a)(2)  and  (a)(3).  For  proposed  revision 
to  paragraph  (a)(3),  see  concurrent 
Securities  Act  Release  No.  6178. 
Paragraphs  (a)(1)  and  (a)(2)  are 
proposed  to  be  revised  to  read  as 
follows: 

§  240.14C-3  Annual  report  to  be  furnished 
security  holders. 

(a)  ‘  “ 

(1)  The  report  shall  include  the 
financial  statements  required  by 
Regulation  S-X  for  the  registrant  and  its 
subsidiaries  consolidated.  Any  financial 
statement  schedules  or  exhibits  which 
may  otherwise  be  required  in  filings 
wi^  the  Commission  may  be  omitted. 
Investment  companies  registered  under 
the  Investment  Company  Act  of  1940 
need  include  financial  statements  only 
for  the  last  fiscal  year. 

(2)  Financial  statements  and  notes 
thereto  shall  be  presented  in  roman  type 
at  least  as  large  and  as  legible  as  10- 
point  modem  type.  If  necessary  for 
convenient  presentation,  the  financial 
statements  may  be  in  roman  type  as 
large  and  as  legible  as  8-point  modem 
type.  All  type  shall  be  leaded  at  least  2- 
point 

***** 

Statutory  Authority  for  Proposed 
Amendimnts 

(Sections  6. 7. 8, 10  and  19(a)  [15  U.S.C.  77f. 

77g,  77h,  77j,  778]  of  the  Securities  Act  of 
1933;  Sections  12. 13,  lS(d)  and  23(a)  [15 
U.S.C.  781,  78m,  78(7(d),  78w]  of  the  ^curities 
Exchange  Act  of  1934;  Sections  5(b).  14  and 
20(a)  [15  U.S.C.  79e,  79n.  79t]  of  the  Public 
Utility  Holding  Company  Act  of  1935; 

Sections  8. 30,  31(c)  and  38(a)  [15  U.S.C.  80a- 
8. 80a-29, 80a-30(c),  80a-37(a)]  of  the 
Investment  Company  Act  of  1940.) 

The  Commission  is  mindful  of  the  cost 
to  registrants  and  others  of  its  proposals 
and  recognizes  its  responsibilities  to 
weigh  with  care  the  costs  and  benefits 
which  result  fi'om  its  rules.  Accordingly, 
the  Commission  specifically  invites 
comments  on  the  costs  to  registrants 
and  others  of  the  adoption  of  the 
proposals  published  herein. 


Pursuant  to  Section  23(a)(2)  of  the 
Securities  Exchange  Act,  the 
Commission  specifically  invites 
comments  as  to  the  competitive  impact 
of  these  proposals,  if  adopted. 

These  amendments  are  proposed  to  be 
effective  for  filings  made  after  December 
15, 1980  with  the  provision  that 
registrants  may,  at  their  option,  apply 
the  amended  niles  upon  adoption. 

All  interested  persons  are  invited  to 
submit  lb  copies  of  their  views  and 
comments  on  the  foregoing  to  George  A. 
Fitzsimmons,  Secretary,  Securities  and 
Exchange  Commission,  Washington, 

D.C.  20549  on  or  before  April  30, 1980. 
Such  communications  should  refer  to 
File  S7-819  and  will  be  available  for 
public  inspection. 

By  the  Commission. 

George  A  Fitzsimmons, 

Secretary. 

January  15, 1980. 

(FR  Doc.  80-2028  Filed  1-23-SO;  8:45  am) 
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17  CFR  nrts  229,  231, 239,  240,  241, 
and  249 

[Releases  Nos.  33-6176  and  34-16496;  File 
No.  S7-816] 

Proposed  Amendments  to  Annual 
Report  Form;  Integration  of  Securities 
Acts  Disclosure  Systems 

agency:  Secimties  and  Exchange 
Commission. 

action:  Proposed  rulemaking. 

summary:  The  Commission  is 
requesting  comments  on  proposed 
amendments  to  the  present  annual 
report  form  required  to  be  filed  by  most 
publicly-owned  companies.  Form  10-K, 
and  on  related  forms,  rules  and  guides 
under  the  Securities  Act  of  1933  and  the 
Secimties  Exchange  Act  of  1934.  The 
proposed  revisions  fire  part  of  a  series  of 
proposals  intended  to  reduce  disclosure 
burdens  and  to  facilitate  the  integration 
of  the  disclosure  systems  under  the  two 
acts. 

DATE:  Comments  must  be  received  on  or 
before  April  15, 1980. 

ADDRESS.  All  communications  on  the 
matters  discussed  in  this  release  should 
be  submitted  in  triplicate  to  George  A. 
Fitzsimmons,  Secretary,  Secmrities  and 
Exchange  Commission,  500  North 
Capitol  Street,  Washington,  D.C.  20549. 
Comments  should  refer  to  File  No.  S7- 
816  and  will  be  available  for  public 
inspection. 

FOR  FURTHER  INFORMATION  CONTACT: 

William  H.  Carter  (202/272-2604),  or 
Mary  Margaret  W.  Hammond  (202/272- 
3059),  Division  of  Corporation  Finance, 
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Securities  and  Exchange  Commission. 
500  North  Capitol  Street,  Washington. 
D.a  20549. 

SUPPLEMENTARY  INFORMATION:  The 

Securities  and  Exchange  Commission 
announced  today  the  publication  for 
comment  of  a  revised  Form  lO-K,  the 
annual  report  form  required  to  be  filed 
by  most  publicly-owned  companies,  and 
a  number  of  related  rule  changes.  The 
rule  changes  include  amendments  to 
Rules  14a-8  and  Rule  14c-3.  with  respect 
to  annual  reports  to  security  holders, 
and  expansion  of  Regulation  S-K  to 
include  three  new  items:  Management’s 
Discussion  and  Analysis  of  Financial 
Condition  and  Results  of  Operations, 
Selected  Financial  Data,  and  Market 
Price  of  the  Registrant’s  Securities  and 
Statement  of  Dividend  Policy,  an 
amendment  to  Regulation  S-K  Item  1, 
Description  of  Business,  as  well  as 
proposed  amendments  to  related  forms, 
rules,  and  guides  under  the  Securities 
Act  of  1933  (“Securities  Act’’)  [15  U.S.C. 
77a  et  seq.]  and  the  Securities  Exchange 
Act  of  1934  (“Exchange  Act’’)  [15  U.S.C. 
76a  et  seq.].  The  proposed  revisions  of 
Form  10-K  and  related  rule  changes  are 
part  of  a  series  of  proposals  intended  to 
reduce  the  burdens  of  disclosure  under 
the  Securities  Act  and  the  Exchange 
Act.  Three  other  releases  also  propose 
(1)  uniform  financial  statement 
instructions  for  certain  forms  and 
reports  required  to  be  filed  pursuant  to 
the  Securities  Act  and  the  Exchange 
Act;  (2)  amendments  to  Regulations  S-X 
designed  to  eliminate,  to  the  extent 
possible,  the  differences' between  the 
requirements  of  generally  accepted 
accounting  principles  and  those  of 
Regulation  S-X;  and  (3)  a  new  simplified 
form  for  the  registration  of  securities 
issued  in  certain  merger  and 
reorganization  transactions. 

Form  10-iC 

Introduction 

The  Commission  is  today  proposing 
major  changes  in  the  Securities  Act  and 
Exchange  Act  disclosure  systems.  These 
changes  are  designed  both  to  facilitate 
the  integration  of  these  two  systems  into 
the  single  disclosure  system  long 
advocated  by  many  commentators  '  and 
to  reduce  current  impediments  to 
combining  informal  shareholder 
communications,  such  as  annual  reports 


'  See  generally  Cohen,  "Truth  in  Securities" 
Revisited,  79  Harv.  L  Rev.  1340  (1966);  SEC. 
Disclosure  to  Investors  (Wheat  Report!  (1969); 
Report  of  the  Advisory  Committee  on  Corporate 
Di^osure  to  the  Securities  and  Exchange 
Commission.  Committee  Print  96-29,  House 
Committee  on  Interstate  and  Foreign  Commerce. 
9Sth  Cong..  1st  sesa.,  November  3. 1977  (Advisory 
Committee). 


to  shareholders,  with  official 
Commission  filings. 

This  release  deals  with  format  and 
content  changes  in  the  Form  lO-K 
annual  report  Under  the  proposed 
combined  system  it  is  anticipated  that 
certain  information  called  for  by  this 
form  will  be  set  forth  in  the  registranfs 
annual  report  to  shareholders.  The 
annual  report  will  become  the  principal 
resource  for  use  in  connection  with  most 
filings  required  for  the  registration  of 
securities.  This  release  also  describes 
briefly  how  the  integrated  disclosure 
system  will  operate  if  the  modifications 
proposed  are  adopted  and  where 
present  duplicative  disclosure  will  be 
eliminated. 

Two  separate  releases  being  issued 
concurrently  with  this  one  contain 
proposals  for  changes  in  accounting 
disclosure  requirements.  One  release 
proposes  certain  uniform  instructions  as 
to  financial  statements  included  in 
annual  reports  to  security  holders  and  in 
most  registration  and  reporting  forms 
filed  under  the  securities  Act  and  the 
Exchange  Act.*  The  second  release 
proposes  changes  to  Regulation  S-X 
designed  to  eliminate,  to  the  extent 
possible,  the  differences  between  the 
requirements  of  Regulation  S-X  and 
generally  accepted  accounting 
principles.* 'These  accounting  proposals, 
if  implemented,  would  eliminate  a  large 
number  of  technical  impediments  to 
integration,  would  reduce  the  need  to 
duplicate  or  repeat  substantially 
identical  financial  information  in 
various  filings  and  reports  and  would 
complement  the  related  changes  in  the 
Form  lO-K. 

Finally,  under  cover  of  a  fourth 
release  a  new  simplified  form  for  the 
registration  of  securities  issued  in 
certain  merger  and  reorganization 
transactions  has  been  proposed.  This 
form,  designated  Form  S-15,  would  be 
the  first  to  utilize  the  annual  report  to 
shareholders  as  the  principal  integrating 
disclosure  document.* 

As  currently  envisioned  by  the 
Commission,  an  integrated  disclosure 
system  would  eliminate  duplicative 
disclosure  by  allowing  periodic  and 
other  reports  filed  under  the  Exchange 
Act  to  be  used  in  connection  with  the 
registration  of  securities  under  die 
Securities  Act.  One  way  to  permit  such 
use  is  by  incorporating  a  filed  Exchange 
Act  report  by  reference  into  a  Securities 
Act  registration  statement,  as  is 
permitted  in  the  case  of  present  Form  S- 


*  Securities  Act  Release  No.  6179,  January  15. 
198a 

*  Securities  Act  Release  No.  617a  (anuary  IS. 
1960. 

*  Securities  Act  Release  No.  6177,  January  15. 
1980. 


16.  Incorporation  by  reference,  however, 
has  limitations;  there  is  not  assurance 
that  the  mere  reference  to  incorporated 
information  will  be  meaningful  to  the 
recipient  of  a  prospectus.  With  respect 
to  seasoned,  exchange-traded 
companies  the  disadvantages  of  the 
incorporation  by  reference  technique 
generally  appear  to  be  outweighed  by 
the  likelihood  that  the  information  in  the 
incorporated  filings  has  been  thoroughly 
analyzed  and  has  been  reflected  in  the 
price  or  rating  of  the  securities  which 
are  being  offered.  Thus,  the  cost  savings 
of  incorporation  is  justified.  However, 
the  Commission  has  been  reluctant  to 
extend  the  incorporation  by  reference 
technique  to  offerings  by  companies 
which  are  neither  seasoned  nor 
exchange-traded  because  the  analysis 
may  be  less  thorough. 

The  Structure  of  the  New  Form  10-K 

The  proposed  Fohn  10-K  has  been 
structured  to  permit  integrated 
disclosure  concepts  to  be  implemented 
to  some  extent  with  respect  to  all 
registered  companies,  whether  or  not 
they  are  exchange-traded  and  whether 
or  not  they  qualify  to  use  Form  S-16.  In 
this  regard,  the  principal  feature  of  the 
proposed  Form  10-K  is  the  requirement 
that  certain  basic  financial  information 
must  be  set  forth  in  a  registrant’s  annual 
report  to  shareholders  and  that  this 
information,  in  turn,  must  be 
incorporated  by  reference  into  the  Form 
10-K.  this  procedure  assures  that  the 
annual  report  to  shareholders  will 
contain  information  which  the 
Commission  believes  should  be  given 
maximum  public  exposure.  If  this 
information  is  then  available  to 
supplement  other  documents  describing 
offerings,  it  will  not  be  necessary  to 
duplicate  the  information  in  those  other 
documents. 

Although  the  proposed  Form  10-K  is 
designed  to  promote  the  integration  of 
the  Securities  Act  and  Exchange  Act 
disclosure  systems,  which  was  the  basic 
goal  set  forffi  in  the  report  of  the 
Advisory  Committee  on  Corporate 
Disclosure  (“Advisory  Committee”),  the 
restructured  format  of  the  proposed  form 
does  not  follow  that  suggested  by  the 
Advisory  Committee.  'The  Advisory 
Committee  recommended  a  relatively 
unstructured  document  which  would 
encourage  registrants  to  combine 
informal  axmual  and  quarterly  reports  to 
shareholders  into  single  documents  to 
be  filed  as  Form  10-ICs  and  10-Q’s.  The 
proposed  form  continues  to  encourage 
the  combination  of  formal  and  informal 
reports.  However,  by  mandating  that 
some  information  must  be  in  a 
registrant's  annual  report  to 
shareholders,  some  of  the  flexibility 
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advocated  by  the  Advisory  Committee 
will  not  be  available.  Moreover,  the 
proposed  form  changes  the  emphasis 
from  the  Form  KMC  to  the  shareholder 
report.  As  a  result,  where  the  Advisory 
Committee  envisioned  the  Form  KMC  as 
the  document  to  be  integrated  with  the 
Securities  Act  filing,  the  proposed  form 
now  looks  to  the  shareholder  report  as 
the  critical  integrating  document. 

The  principal  reasons  for  changing  the 
emphasis  from  the  Form  10-K  to  the 
shareholder  report  have  been  twofold. 
First  the  presently  existing  annual 
report  to  shareholders  is  a  readable 
document  which  is  designed  to  be 
delivered  to  shareholders.  In  contrast 
since  the  present  Form  10-K  has  not 
been  primarily  designed  for  delivery  to 
shareholders,  it  has  a  structure  and 
technical  quality  which,  though  useful 
for  analytical  purposes,  is  not  generally 
considered  to  be  as  readable  as  the 
annual  report  to  shareholders.  Second, 
the  Commission  does  not  believe  it 
would  be  appropriate  at  this  time  to 
mandate  a  totally  combined  Form  10-K 
and  annual  report  to  shareholders  in 
order  to  produce  the  readable  Form  10- 
K  which  would  be  needed  to  form  the 
basis  for  integration.  Such  a  mandate 
might  be  overly  burdensome  on  some 
registrants  and  also  might  make 
Commission  staff  review  more  difiicult.‘ 
Under  these  circumstances  the 
Commission  believes  that  it  would  be 
wise  to  move  slowly  while  still 
encouraging  combination  on  a  voluntary 
basis.  In  the  meantime,  the  detailed 
disclosure  will  remain  available  in  the 
filed  Form  10-K  in  order  to  supplement 
the  more  abbreviated  presentation  in  the 
shareholder’s  report. 

The  Content  of  the  New  Form  10-K 

To  some  extent  the  Commission’s 
decision  to  refocus  attention  on  the 
annual  report  to  shareholders  has 
resulted  from  an  increasing  conviction 
that  the  quality  of  such  reports  is 
generally  high  and  that  few  changes 
would  be  required  to  meet  existing 
disclosure  standards.  In  this  regard,  an 
examination  of  existing  Form  lO-K 
requirements  and  the  requirements  of 
Rule  14a-3  (17  CFR  240.14a-3)  indicate 


*The  inability  to  assure  in  all  cases  that  there  will 
be  a  single  document  which  wnll  be  usable  as  a 
combined  report  to  shareholders  and  Form  10-K 
arises  primarily  because  of  the  Business,  Properties 
and  Legal  Proceedings  disclosures  called  for  under 
Items  1,  2  and  5  of  Regulation  S-K  and  because  of 
certain  parent  and  subsidiary  financial  statements 
required  by  Regulation  S-X.  Although  it  is  hoped 
that  most  registrants  will  have  little  difficulty  in 
presenting  these  items  in  a  combined  document 
there  is  considerable  evidence  that  in  some  cases 
the  sheer  volume  of  the  disclosure  called  for  by 
these  items  would  adversely  impact  the  readability 
of  the  registrant's  annual  reports  to  shareholders. 


that  only  two  major  innovations  are 
necessary  to  insure  minimum  content 
would  be  in  the  shareholder  report  so 
that  it  could  be  used  in  connection  with 
Securities  Act  filings.  First,  the 
requirements  for  financial  statements  in 
Regulation  S-X  and  in  Commission 
forms  must  be  standardized  and  any 
major  differences  with  generally 
accepted  accounting  principles  must  be 
resolved.  The  Commission  believes  that 
the  changes  proposed  under  cover  of  the 
two  separate  releases  which  are  being 
promulgated  concurrently  address  these 
needs.' Second,  a  more  meaningful 
analysis  of  the  registrant’s  business  and 
financial  condition  must  be  presented  in 
order  to  captiue,  at  least  in  summary 
form,  some  of  the  essential  qualities  of 
the  detailed  business  description  which 
is  presently  only  set  forth  in  the  Form 
lO-K  and  in  most  Securities  Act  forms. 
The  proposed  form  addresses  the 
business  description  in  two  ways.  First, 
it  is  expected  that  reliance  on  the  • 
abbreviated  description  in  the  annual 
report  required  under  Rule  14(a)(3)  (17 
C^  240.14a-3)  in  connection  with 
Securities  Act  filings  should  result  in 
some  additional  attention  and  detail. 
Second,  a  totally  revised  management’s 
discussion  and  analysis  of  the  issuer’s 
financial  statements,  liquidity  and 
capital  resources  is  expected  to  add 
needed  analysis. 

It  should  be  emphasized  that  the 
minimal  content  changes  proposed  by 
the  Commission  are  not  intended  to 
change  the  basic  structiire  or  quality  of 
existing  shareholder  reports.  Indeed,  the 
Commission  believes  that  the 
communicative  style  of  these  reports  is 
generally  excellent  and  that,  by  and 
large,  these  reports  do  not  include  the 
type  of  boilerplate  disclosmes  and 
disclaimers  which  frequently  do  appear 
in  formal  Commission  filings.  It  is  hoped 
that  the  type  of  attention  to  style  which 
is  evidenced  by  better  examples  of 
shareholder  reports  will  continue  to 
have  a  salutary  effect  on  all  of  the  report 
content  whether  or  not  the  particular 
information  is  also  a  part  of  the  Form 
lO-K. 

Since  implementation  of  the 
requirements  needed  to  insure  that  the 
annual  report  to  shareholders  will  have 
the  required  minimum  content  does  not 
involve  combining  all  of  the  information 
in  the  Form  10-K  with  that  in  the  annual 
report  to  shareholders,  the  proposed 
Form  10-K  has  been  divided  into  three 
information  packages.  The  first  package 
consists  of  the  information  which  is  to 
be  included  in  the  annual  report  to 
shareholders.  This  information  includes 


'Securities  Act  Release  Nos.  6179  and  6178, 
January  IS,  1980. 


maiket  price  data  for  the  registrant’s 
shares,  a  summary  of  selected  financial 
data,  three  years  of  audited  financial 
statements  and  management’s 
discussion  and  analysis  of  the  issuer’s 
financial  statements.  The  requirements 
relating  to  this  information  package  are 
set  forth  in  Part  II  of  the  revised  form. 
The  second  package  consists  of  the 
traditional  proxy  ^sclosure  information 
relating  to  beneficial  ownership, 
directors  and  executive  officers,  and 
management  remuneration. 
Requirements  relating  to  this 
informational  package  are  set  forth  in 
Part  III  of  the  form.  Finally,  the  third 
information  package  retains  the  detailed 
disclosure  requirements  relating  to 
business,  properties  and  legal 
proceedings  and,  in  accordance  with  the 
Commission’s  recent  proposals,  includes 
scaled  down  requirements  for  exhibits.^ 
This  last  package,  which  is  detailed  in 
Parts  I  and  IV  of  the  revised  form,  is  to  a 
great  extent  supplemental  to  the  first 
two  packages. 

While  the  three  packages  of 
information  set  forth  in  the  four  parts  of 
the  proposed  Form  lO-K  do  not  fully 
implement  the  Advisory  Committee’s 
recommendations  as  to  information 
content,  the  basic  content  advocated  by 
the  Advisory  Committee  has  been 
preserved.  'The  Advisory  Committee 
suggested  a  five  part  form  including:  (1) 
a  fact  sheet  consisting  principally  of 
capsule  financial  data  and  a  brief 
description  of  the.  registrant’s  business; 
(2)  background  information  intended  to 
report  special  ridks  and  imcertainties 
and  special  or  distinct  features  of  the 
registrant’s  operations  or  industry;  (3)  an 
analysis  of  financial  statements  and 
forward-fooking  information;  (4) 
information  relating  to  management 
ciurently  found  in  proxy  materials;  and 
(5)  audited  financial  statements.  The 
proposed  Form  lO-K  would  require 
substantially  all  of  the  information  in 
parts  (1),  (3)  and  (5)  of  the  Advisory 
Committee’s  form  to  be  in  the  annual 
report  to  shareholders.  Although  a 
separate  discussion  of  risk  factors 
would  not  be  required  in  the  proposed 
Form  10-K, 'Some  of  the  other  features 
of  part  (2)  of  the  Advisory  Committee 
report  have  been  incorporated  into  a 
proposed  new  management’s  discussion 
and  analysis  of  the  financial  statements. 
Finally,  part  (4)  of  the  Advisory 


'  Securities  Act  of  1933  Release  No.  6149 
(November  16. 1979)  (44  FR  67143). 

'Notwithstanding  the  decision  to  exclude  the 
discussion  of  risk  factors  in  the  Form  10-K  which  is 
applicable  to  all  registrants,  such  a  discussion  may 
be  included  in  certain  of  the  revised  Securities  Act 
forms.  In  this  context,  however,  the  focus  would  be 
on  the  particular  issuer  and  the  circumstances  of  the 
offering. 
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Committee  form  relating  to  information 
usually  contained  in  the  registrant’s 
proxy  materials,  which  is  Part  U  of  the 
present  form,  becomes  Part  III  of  the 
proposed  form. 

The  Proposed  New  Integrated 
Disclosure  System 

It  is  currently  anticipated  that  the 
integrated  disclosure  concept  with 
respect  to  registered  companies  will  be 
implemented  in  three  general  categories 
or  levels.  The  degree  of  disclosure  and 
to  some  extent  the  means  of 
dissemination  of  the  disclosure 
documents  would  vary  with  respect  to 
each  level.  First,  with  respect  to  certain 
exchange  or  other  widely  traded, 
solvent  companies,  a  short  form 
registration  similar  to  the  present  &-16 
form  would  be  available.  'This  form 
would  incorporate  the  10-K  and 
subsequent  reports  by  reference.  These 
disclosure  requirements  would  be 
premised  upon  a  finding  that  more 
extensive  disclosure  requirements  are 
neither  necessary  nor  appropriate  in  the 
public  interest  or  for  the  protection  of 
investors,  since  information  concerning 
the  issuer  is  generally  available  in  the 
marketplace  and  is  properly  reflected  in 
the  price  of  the  secimties  being 
distributed.  In  light  of  this  finding,  there 
would  be  little  need  to  gather  the 
information  into  a  single  comprehensive 
document  or  package  of  documents  or  to 
make  physical  delivery  of  the  entire 
information  package  to  offerees  or 
purchasers. 

The  second  level  would  be  solvent 
companies  which  had  been  subject  to 
the  reporting  requirements  of  the 
Exchange  Act  for  three  or  more  years.* 
Securities  Act  registration  could  be 
accomplished  by  preparing  a  prospectus 
describing  the  distribution  and  by 
delivering  that  prospectus  together  with 
the  issuer’s  most  recent  shareholder’s 
annual  and  quarterly  reports  to  offerees 
and  purchasers,  rather  Aan  delivering  a 
prospectus  combining  all  the 
information  required  by  Form  S-1.** 
These  types  of  disclosure  and  delivery 
requirements  would  attempt  to  minimize 
duplicative  reporting  under  the 


*The  three  year  qualification  requirement  would 
correspond  to  the  uniform  three  year  requirement 
for  financial  statements  proposed  in  Release  No.  33- 
6179. 

“Comments  from  interested  persons  are  also 
requested  at  this  time  as  to  whether  delivery  of  the 
most  recent  proxy  statement  of  the  issuer 
concerning  the  election  of  directors  should  also  be 
required  in  this  situation.  See  the  accompanying 
release  proposing  the  new  Form  S-IS,  Securities  Act 
Release  No.  n77. 

The  Commission  is  aware  that  subsequent  events 
may  require  issuers  to  include  updating  disclosures 
as  to  such  events  in  the  prospectus  in  addition  to 
delivery  of  the  annual  and  quarterly  reports.  Id. 
Release  No.  33-6177. 


Securities  Act  and  the  Exchange  Acts, 
but  would  not  assume  that  previously 
reported  information  was  necessarily 
reflected  in  securities  prices  or  had 
otherwise  reached  offerees  and 
purchasers.  “ 

Finally,  with  respect  to  financially 
troubled  companies  and  those  which 
had  been  subject  to  the  Exchange  Act 
reporting  requirements  for  less  than 
three  years,  a  full  Securities  Act 
registration  statement  along  the  lines  of 
either  present  Form  S-1  or  Form  S-18 
would  be  required.  This  approach  would 
reflect  differing  concerns  relating  to 
each  of  the  two  classes  of  companies  for 
which  full  disclosure  and  delivery  of  a 
detailed  propectus  would  be  required. 
First,  insofar  as  financially  troubled 
companies  would  be  involved,  the 
concern  would  be  that  Exchange  Act 
reports  would  be  rapidly  outdated  and 
that  risks  relating  to  the  possibility  of 
insolvency  would  call  for  enhanced 
disclosure.  Second,  with  respect  to 
companies  which  did  not  have  three 
years  of  reports  under  the  Exchange  Act 
reporting  system,  the  concern  would  be 
that  there  would  have  been  an 
inadequate  opportimity  to  evaluate  the 
quality  and  sophistication  of  those 
reports.  ** 

Obviously,  under  the  integrated 
disclosure  system,  there  would  be  some 
exceptions  which  would  not  fit  precisely 
into  the  three  levels  outlined  above.  For  * 
example,  there  is  no  doubt  that  the 
Commission’s  ongoing  program  to  assist 
and  to  reduce  the  burdens  upon  small 
business  would  be  continued. 
Accordingly,  it  is  anticipated  that  in 
some  cases  even  the  lowered  burdens  of 
the  new  system  might  be  modified  and 
abbreiviated. 

It  is  contemplated  that  the  integrated 
disclosure  system,  utilizing  the  new 
Form  10-K  and  the  annual  report  to 
shareholders,  will  neither  increase  nor 
decrease  the  liability  of  any  person 


"  As  has  been  previously  indicated,  under  cover 
of  a  separate  release  the  Commission  concurrently 
has  proposed  for  comment  a  new  Form  S-15  which 
incorporates  many  of  the  features  which  it  is 
envisioned  would  be  applied  to  second  level 
companies.  Thus,  the  new  proposed  Form  S-15, 
which  would  cover  securities  registered  in  certain 
merger  and  acquisition  transactions,  contemplates 
streamlined  disclosure  of  the  transaction  and  relies 
on  annual  and  quarterly  reports  to  shareholders  for 
specific  business  and  financial,  information  relating 
to  the  individual  participants  in  the  transaction. 

“Although  no  final  determination  has  been 
made,  at  the  present  time  it  is  contemplated  that  the 
integrated  disclosure  forms  would  not  continue 
present  distinctions  as  to  the  size  of  the  registered 
entity,  except  to  the  extent  that  small  business 
considerations  might  be  involved.  Instead,  the  new 
system  would  focus  on  the  quality  of  the 
information  concerning  the  registrant  and  the 
degree  to  which  that  information  had  been 
disseminated  to  shareholders  and  to  potential 
investors. 


under  current  securities  laws.  Although 
the  new  Form  10-K  does  call  for 
signatures  fi'om  the  registrant’s  principal 
executive  officer  or  officers,  its  principal 
financial  officer,  its  controller  or 
principal  accounting  officer  and  by  a 
majority  of  the  boaM  of  directors, 
current  legal  authorities  indicate  that 
under  certain  circumstances  these 
persons  are  presently  responsible  for 
inaccurate  information  filed  under  the 
existing  Exchange  Act  disclosure 
system.  **  Additionally,  because  the  type 
of  information  which  is  to  be  contained 
in  the  annual  report  to  shareholders 
under*the  new  system  is  not 
significantly  more  extensive  than  that 
presently  required  under  Rule  14a-3  (17 
CFR  240.14a-3),  the  new  system  is  not 
expected  to  increase  liability  in  this  area 
but  instead  should  merely  reduce  the 
duplicated  disclosure  in  the  Form  10-K. 
Finally,  to  the  extent  that  the  annual 
report  to  shareholders  is  to  be  used  in 
connection  with  Securities  Act  filings,  it 
should  be  understood  that  only  those 
portions  of  the  report  which  are  also  a 
part  of  the  Form  10-K  Would  be 
incorporated  into  the  filing  and  would 
therefore  be  subject  to  the  liability 
provisions  of  Section  11  of  the  Securities 
Act.'* 

Background 

In  response  to  the  recommendation  of 
the  Advisory  Committee  that  Form  10-K 
be  amended  to  eliminate  unnecessary 
requirements,  add  new  requirements, 
and  present  the  information  in  more 
effective  format,  the  Commission  issued 
a  release  on  August  16, 1978  ** 
requesting  comments  both  on  Part  I  of 
the  Existing  Form  10-K  and  on  the 
substantially  revised  Form  10-K  format 
recommended  by  the  Committee.  One 
hundred  and  eight  letters  of  comment 
were  received. 

While  the  comments  were  obviously 
carefully  conceived  and  drafted,  and  a 
number  of  them  are  reflected  in  the 
provisions  which  follow  (with  express 
notations  where  such  is  the  case),  as  a 


“See,  e.g.,  Securitiet  and  Exchange  Commission 
V.  Kalvex.  425  F.  Supp.  310  {S.D.N.Y.  1975):  Blakely 
V.  Lisac,  357  F.  Supp.  255  (D.  Ore.  1972);  Exchange 
Act  520, 15  U.S.C.  78t. 

“The  Commission  also  believes  that  the 
commonly  stated  perception  that  disclosures  made 
under  the  Securities  Act  must  be  more  legalistic  and 
less  communicative  is  misperception.  Differences  in 
the  Securities  Act  and  the  Exchange  Act  with 
respect  to  liability  do  not  relate  to  the  form  or  the 
lucidity  of  disclosure  but  only  to  the  degree  of  care 
taken  in  making  the  disclosure.  On  balance,  the 
Commission  believes  that  the  slight  increased  cost 
associated  with  a  higher  standard  of  care  in  some 
circumstances  will  be  more  than  offset  by 
corresponding  general  reductions  in  the  volume  of 
required  disclosure. 

'*  Securities  Exchange  Act  of  1934  Release  No. 
15068  (August  16. 1978)  [43  FR  37460). 
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whole  there  was  not  sufificient  focus  or 
agreement  among  the  commentators  to 
enable  the  Commission  to  draw  any 
broad  conclusions  concerning  either  the 
existing  Form  10-K  or  that 
recommended  by  the  Advisory 
Committee. 

The  resultant  proposed  Form  10-K, 
described  and  set  forth  below,  is  a 
combination  of  changes  resulting  from 
the  comments,  staff  studies,  and  other 
information  sources.  As  is  indicated 
above,  the  revisions  were  designed 
primarily  to  facilitate  the 
implementation  of  an  integrated 
disclosure  system.  However,  may  « 
changes  are  also  designed  to  promote  a 
number  of  other  important  purposes, 
including: 

(1)  Elimination  of  unnecessary 
disclosure; 

(2)  Reduction  of  Commission  staff 
review  time; 

(3)  Preservation  of  Form  10-K  as  the 
basic  information  repository  on  a 
particular  company;  and 

(4)  Improvement  of  the  quality  of 
disclosure  in  shareholder 
communications  to  the  extent  consistent 
with  registrants’  prerogative  to  exercise 
reasonable  discretion  with  respect  to  the 
format  and  content  of  the  annual  report 
to  shareholders. 

The  following  table  presents,  in 
outline  form,  the  changes  proposed  in 
the  existing  Form  10-K: 

Item  and  Status 
General  Instructions.  Revised. 

Part  1 

Item  1.  Business.  Revised  Pn  revised  S-K 
Item  1]. 

Item  2.  Summary  of  Operations.  Deleted 
[Replaced  by  Selection  Financial  Data, 
New  Item  5]. 

Item  3.  Properties.  Unchanged. 

Item  4.  Parents  and  Subsicharies.  Deleted 
[But  Replace  by  an  Exhibit]. 

Item  5.  Legal  Proceedings.  Unchanged. 

Item  6.  Increases  and  Decreases  in 
Outstanding  Securities  and 
Indebtedness.  Deleted. 

Item  7.  Changes  in  Securities  and  Changes 
in  Security  for  Registered  Securities. 
Deleted. 

Item  a  Defaults  Upon  Senior  Securities. 
Deleted. 

Item  9.  Approximate  Number  of  Equity 
Security  Holders.  Deleted  [But  Replaced 
by  a  Requirement  in  New  S-K  Item  9]. 

Item  10.  Submission  of  Matters  to  a  Vote  of 
Security  Holders.  Deleted. 

Item  11.  IndemniBcation  of  Directors  and 
Officers.  Deleted. 

Item  12.  Financial  Statements,  Exhibits 
filed,  and  Reports  on  Form  &-K.  Revised. 
Partn 

Item  13.  Security  Ownership  of  Certain 
Beneficial  Owners  and  Managers. 
Unchanged. 

Item  14.  Directors  and  Executive  Officers  of 
the  Registrant  Unchanged. 


Item  15.  Management  Remuneration  and 
Transactions.  Unchanged. 

Signatures  Revised. 

Instructions  as  to  Financial  Statements. 

Deleted  [Replaced  by  New  Item  7]. 
Instructions  as  to  Exhibits.  Revised  [Per 
New  Regulation  S-K  Item  8] 

Supplemental  Information.  Unchanged. 

The  proposed  new  Form  10-K  consists 
of  four  parts  containing  the  items 
outlined  below.  The  information 
required  by  Part  I,  at  the  registrant’s 
option,  may  be  siqiplied  by 
incorporating  the  information  from  an  . 
annual  report  to  shareholders  furnished 
to  the  Commission  pursuant  to  Rule  14a- 
3(b]  or  Rule  14c-3(a),  provided  the 
report  contains  the  required  disclosure. 
Conversely,  the  information  required  by 
Part  n  must  be  supplied  by 
incorporating  by  reference  from  the 
annual  report  to  shareholders  if  such 
report  is  available,  aqd  the  information 
required  by  Part  III  must  be  supplied  by 
incorporating  by  reference  from  the 
election  of  directors  proxy  statement  [or 
information  statement),  if  such 
statement  is  available. 

Outline  of  Proposed  Form  10-K 

General  Instructions 
Part  I 

Item  1.  Business. 

Item  2.  Properties. 

Item  3.  Legal  Proceedings. 

Partn 

Item  4.  Market  for  the  Registrant's  Securities 
and  Statement  of  Dividend  Policy. 

Item  5.  Selected  Financial  Data. 

Item  6.  Management’s  Discussion  and 
Analysis  of  Financial  Condition  and 
Results  of  Operations. 

Item  7.  Financial  Statements. 

Part  in 

Item  8.  Directors  and  Executive  Officers  of 
the  Registrant. 

Item  9.  Management  Remuneration  and 
Transactions. 

Item  10.  Seciuity  Ownership  of  Certain 
Beneficial  Owners  and  Management. 

Part  rV 

Item  11.  Exhibits  and  Reports  on  Form  8-K. 
Signatures 

Supplemental  Information 

Discussion  of  Items  in  Propo^  Form 
10-K  Which  are  Unchang^  From 
Current  Form  10-K 

Item  2.  Properties.  [Item  3  of  Current 
Form  10-K] 

Except  for  the  numbering  this  Item  is 
unchanged  from  the  existing  Item  3, 
’’Properties.” 

A  thorough  analysis  was  made  of  Item 
2  of  Regulation  S-K.  Consideration  was 
made  of  such  factors  as  the  comments 
received  on  the  Item  when  it  was 
originally  proposed  for  comment  in  May 


of  1977,  as  well  as  comments  received 
on  the  existing  Form  10-K  in  the 
Commission’s  release  of  August  16, 
1978.**  Accordingly,  on  the  bases  of  the 
careful  work  that  went  into  drafting 
Item  2,  the  Commission’s  short 
experience  with  the  Item  (since  March 
31, 1978),  and  the  importance  of 
maintaining  the  integrity  of  Regulation 
S-K  with  its  attendant  value  to  the 
integration  of  Form  KMC  into  Securities 
Act  filings,  die  Commission  believes 
Item  2  should  not  be  revised  at  this  time. 

Item  3.  Legal  Proceedings.  [Item  5  of 
Current  Form  10-K] 

Except  for  the  numbering  the  Item  is 
unchanged  frmn  the  existing  Item  5, 
’’Legal  Proceedings.”  Hie  underlying 
Relation  S-K  Item  5,  “Legal 
Proceedings,”  was  recendy  adopted 
(July  28, 1978)  "  and  the  Commission 
accordingly  does  not  believe  it  is 
necessary  to  revisit  this  disclosure  at  the 
present  time. 

Item  8.  Directors  and  Executive  Officers 
of  the  Registrant.  [Item  14  of  Current 
Form  10-K] 

Item  9.  Management  Remuneration  and 
Transactions.  (Item  15  of  Current  Form 
10-K] 

Item  10.  Security  Ownership  of  Certain 
Beneficial  Owners  and  Management. 
[Item  13  of  Current  Form  10-K]  ■ 

All  three  of  these  items  have  recendy 
been  the  subject  of  the  comment 
process.  Item  9  (Item  15  of  current  Form 
10-K;  also  Item  4  of  Regulation  S-K) 
having  been  adopted  as  recendy  as 
December  4, 1978.**  Certain  aspects  of 
these  items  are  sdll  being  reconsidered 
at  the  present  time.  Accordingly,  the 
Commission  does  not  feel  it  appropriate 
or  necessfiry  to  propose  amending  these 
Items  at  this  time. 

Discussion  of  Items  in  Currant  Form  10- 
K  Which  are  Deleted  frnm  Proposed 
Form  10-K 

Item  2.  Summary  of  Operations 

'The  basis  for  deleting  this  Item  is 
contained  in  the  discussion  of  the  new 
replacement  Item  5  relating  to  selected 
financial  data.  Briefly,  however,  it  is 
proposed  to  delete  this  item  as  a 
consequence  of  two  basic  decisions. 
First,  ffie  Commission  believes  that  five 
year  information  is  relevant  primarily 
where  it  can  be  related  to  trends  in  the 
registrant’s  business.  The  current 
summary  is  not  limited  to  this  type  of 

>*  Securities  Exchange  Act  of  1934  Release  No. 
15068  (August  16, 1978)  [43  FR  37460]. 

”  Securities  Act  of  1933  Release  Na  5949  (July  28. 
1978)  (43  FR  34402]. 

''Securities  Act  of  1933  Release  No.  8003  (43  FR 
58181]. 
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information  about  trends.  Second,  as  a 
result  of  the  change  of  focus  of 
Management’s  Discussion  and  Analysis 
to  a  discussion  of  the  Hnancial 
statements,  the  summary  of  operations 
is  no  longer  the  subject  of  that 
discussion.  Therefore,  its  presentation  is 
no  longer  needed. 

Item  4.  Parents  and  Subsidiaries 

While  the  Advisory  Committee’s  Form 
10-K  contains  only  a  “list  of  all 
subsidiaries’’  as  contrasted  with  the 
more  detailed  parent  and  subsidiary 
disclosure  of  Item  4  of  the  existing  Form 
lO-K,  a  number  of  commentators  felt 
that  the  list  of  all  subsidiaries  should 
not  be  required.  After  consideration  the 
Commission  has  determined  that  the 
value  of  parent  and  subsidiary  data  is 
not  sufficient  to  warrant  its  inclusion  in 
Form  10-K  itself  and  accordingly 
proposes  the  deletion  of  Item  4.  On  the 
other  hand,  the  Commission  does 
believe  that  occasional  references  to 
this  data  may  be  useful.  Accordingly,  a 
new  exhibit  requiring  a  list  of  all 
subsidiaries  in  the  form  suggested  by  the 
Advisory  Committee  has  been  proposed. 

Item  6.  Increases  and  Decreases  in 
Outstanding  Securities  and 
Indebtedness 

Item  7.  Changes  in  Securities  and 
Changes  in  Security  for  Registered 
Securities 

Item  8.  Defaults  Upon  Senior  Securities 

Item  10.  Submission  of  Matters  to  a 
Vote  of  Security  Holders 

Item  11.  Indemnification  of  Directors 
and  Officers 

The  above  five  Items  'were  omitted  by 
the  Advisory  Committee  from  their  Form 
10-K  and  were  the  subject  of  an  express 
inquiry  in  release  No.  34-15068  as  to 
their  usefulness.  A  significant  number  of 
commentators  agreed  with  the  Advisory 
Committee  that  all  of  these  Items  should 
be  deleted,  either  because  the 
information  called  for  is  not  generally 
useful  (this  was  felt  to  be  particiilarly 
true  of  Item  12,  Indemnification  of 
Directors  and  Officers)  or  because  the 
information  is  available  elsewhere  (i.e., 
in  Form  lO’s  or  in  the  financial 
statements).  Several  commentators 
indicated  that  this  information  would 
have  to  be  disclosed  either  in  the  text  or 
in  the  notes  to  the  financial  statements, 
if  material,  even  if  there  is  no  specific 
item  requirement  covering  the  particular 

'*If  the  Summary  of  Operations  is  deleted  from 
Form  lO-K.  it  is  anticipated  that  technical  changes 
will  be  adopted  which  also  delete  the  Summary  of 
Operations  from  the  various  other  forms  where  it 
appears.  Examples  would  be  deletion  of  Item  6  of 
Form  S-1  under  the  Securities  Act  and  Item  2  of 
Form  10  under  the  Exchange  Act 


event  or  transaction.  The  Commission 
agrees  with  these  commentators  and 
accordingly  proposes  omitting  these 
items  fi'om  the  revised  Form  10-K. 

Item  9.  Approximate  Number  of  Equity 
Security  Holders 

This  item  has  been  deleted,  but  the 
substance  has  been  added  to  new  Item  9 
of  Regulation  S-K,  which  deals  with 
market  information  concerning  the 
registrant’s  securities  and  the 
registrant’s  dividend  policy.  The 
Commission  believes  that  the 
information  concerning  the  number  of 
security  holders  will  have  greater  utility 
in  this  context. 

Discussion  of  Proposed  Form  10-K  Items 
and  Instructions  which  Are  New  or  are 
Revised  From  Current  Form  10-K 

General  Instruction  D.  Signatures  and 
Filing  of  Report 

This  instruction  is  proposed  to  be 
expanded  to  require  that  the  Form  now 
be  signed  on  behalf  of  the  issuer  by  the 
registrant’s  principal  executive  officer  or 
officers,  its  principal  financial  officer,  its 
controller  or  principal  accoimting 
officer,  and  by  a  least  the  majority  of  the 
board  of  directors  or  persons  performing 
similar  functions. 

While  the  Commission  is  aware  that 
this  proposed  change  constitutes  a 
significant  expansion  of  the  existing 
signature  requirements,  it  does  not 
believe  that  this  expansion  will  have 
substantial  legal  effect.  In  the 
Commission’s  view  the  persons  who 
would  be  required  to  sign  the  revised 
form  are  presently  legally  responsible 
for  the  information  content  of  the 
existing  form.  Although  it  does  appear 
that  in  most  cases  these  persons  are 
aware  of  their  present  responsibilities, 
there  have  been  cases  where  a  lack  of 
awareness  may  have  existed. 
Accordingly,  it  is  believed  that  the 
proposed  signature  requirement  will 
enhance  director  awareness  of  and 
participation  in  the  preparation  of  the 
Form  10-K  information.*® 

The  Commission  believes  that  an 
enhanced  quality  of  disclosure  in  the 
Form  10-K  and  in  shareholder  reports 
will  be  necessary  if  the  integration  of 

**1116  Commission,  of  course,  is  aware  that 
specific  signahue  requirements  are  imposed  under 
Section  6(a)  of  the  Securities  Act  and  that  the 
Exchange  Act  contains  no  corresponding  specific 
signature  provision.  The  Commission  does  not 
believe  that  this  omission  in  the  Exchange  Act 
precludes  signature  requirements  for  Exchange  Act 
reports.  Indeed,  signature  requirements  have  long 
been  imposed  with  respect  to  filings  made  under 
Section  13(a),  including  the  Form  10-4C.  In  this 
regard  it  should  be  noted  that  the  proposed  Form 
KMC  requires  each  person  to  sign  on  behalf  of  the 
registrant  and  indicates  that  each  person  separately 
shall  set  forth  the  position  held  with  the  registrant 


disclosure  under  the  Securities  Act  and 
the  Exchange  Act  is  to  be  achieved  in  a 
successful  manner.  To  some  extent 
increased  director  participation  in  the 
preparation  of  these  documents  should 
contribute  to  this  goal.  The  Commission 
acknowledges,  however,  that  director 
participation  alone  may  not  be  enough. 
In  this  regard,  the  Division  of 
Corporation  Finance  has  recently 
annoiinced  its  intention  to  devote 
greater  resources  to  a  review  of  filings, 
made  under  the  Exchange  Act,  including 
in  particular  Form  10-K’s, 

General  Instruction  H.  Form  10-K 
Information  Required  To  Be 
Incorporated  by  Reference 

Three  proposed  revisions  are  set  forth 
in  this  instruction.  The  first  revision 
requires  that  the  financial  statements 
and  certain  other  disclosures  called  for 
by  Rule  14a-3  (17  CFR  240.14a-3)  [or 
Rule  14c-3(17  CFR  240.14C-3)]  contained 
in  the  annual  report  to  shareholders 
must  be  incorporated  by  reference  into 
the  Form  l()-K.*^The  second  requires 
that  the  proxy  or  information  statement 
for  election  of  directors  must  be 
incorporated  by  reference  into  the  Form 
10-K.  The  third  requires  that  any  annual 
report  to  shareholders  or  proxy 
statement  (information  statement) 
incorporated  by  reference  must  be 
furnished  to  everyone  who  receives  a 
copy  of  the  Form  10-K  from  the 
registrant. 

The  required  incorporation  by 
reference  of  the  annual  report  to 
shareholders  and  proxy  statement 
(information  statement)  is  motivated  by 
a  desire  to  reduce  the  number  of 
different  documents  companies  must 
file,  to  concurrently  reduce  the  number 
of  dociunents  the  Commission  staff  must 
review,  and  to  make  portions  of  the 
annual  report  to  shareholders  available 
for  use  in  connection  with  Securities  Act 
filings.  The  policy  behind  the  delivery 
requirement  for  ffie  annual  report  to  the 
shareholders  and  the  proxy  statement 
(information  statement)  is  simply  to 
assure  adequate  dissemination  of  the 

Pursuant  to  the  proposed  revised  Rule  14a-3 
(Rule  14C-3)  and  Items  7  and  11  of  this  proposed 
new  Form  10-K.  all  financial  statements  required  by 
Regulation  S-X  shall  be  included  in  the  annual 
report  to  security  holders  (which  is  then 
incorporated  by  reference  into  the  Form  10-K) 
except;  (1)  separate  financial  statements  of  the 
registrant  only  (where  consolidated  financial 
statements  of  the  registrant  and  its  subsidiaries  are 
included);  (2)  separate  financial  statements  of 
subsidiaries  not  consolidated  and  frfty  percent  or 
less  owned  persons;  (3)  separate  flnancial 
statements  of  consolidated  majority  owned 
subsidiaries  of  the  registrant  engaged  in  diverse 
financial  activities;  (4)  separate  financial  statements 
of  afriliates  whose  securities  are  pledged  as 
collateral;  and  (5)  financial  statement  schedules. 
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information  contained  in  those 
documents. 

Item  1.  Business 

As  presently  constituted  this  item 
consists  of  the  information  required  by 
Item  1  of  the  Regulation  S-K,  except  that 
the  discussion  of  the  development  of  a 
registrant’s  business  need  only  include 
developments  since  the  beginning  of  the 
Hscal  year. 

It  is  proposed  to  amend  paragraph  (b) 
of  Item  1  of  S-K  to  reduce  from  five  to 
three  the  number  of  years  for  which 
specific  industry  segment  data  must  be 
supplied.  This  change  is  proposed  to 
conform  to  the  general  decision  to 
require  financi^  statement  and  related 
information  for  a  uniform  three  year 
period.  Notwithstanding  this  proposed 
change,  however,  it  should  be  noted  that 
significant  trend  data  might  still  be 
presented  in  the  Selected  Financial  Data 
called  for  under  Item  5  of  the  proposed 
Form  10-K,  and  some  registrants  might 
find  it  advisable  to  include  five  year 
selected  segment  data  in  that  context 

A  thorough  analysis  was  made  of  the 
other  provisions  of  Item  1  of  Regulation 
S-K.  Consideration  was  given  to  such 
factors  as  the  comments  received  on  the 
Item  when  it  was  originally  proposed  for 
comment  in  May  of  1977,  ”  as  well  as 
comments  received  on  the  existing  Form 
10-K  in  the  Commission’s  release  of 
August  16, 1978.  While  the  terms  of  the 
Item  are  quite  detailed  and  lengthy,  a 
factor  which  has  not  gone  unnoticed  by 
some  commentators,  the  actual 
disclosure  required  is  not  that  rigid,  as 
can  be  seen  from  an  excerpt  frt)m  part 
c(l)  of  the  Item  which  provides:  ’’llie 
description  of  each  such  segment  shall 
include  the  information  specified  in 
paragraphs  (i)  through  (x)  below  to  the 
extent  material  to  an  understanding  of 
the  registrant’s  business  taken  as  a 
whole.  ”  (Emphasis  supplied). 
Accordingly,  bn  the  bases  of  the  careful 
work  that  went  into  drafting  Item  1,  the 
Commission’s  short  experience  with  the 
Item  (since  March  31, 1978),  and  the 
importance  of  maintaining  the  integrity 
of  Regulation  S-K  into  Securities  Act 
filings,  the  Commission  believes  that  no 
major  revisions  other  than  the  one 
referred  to  above  should  be  made  at  this 
time. 

Notwithstanding  the  foregoing, 
however,  the  Commission  believes  that 
it  would  be  appropriate  for 
commentators  to  suggest  any  changes  in 
the  form  or  content  of  the  business 
description  which  they  may  feel  would 
be  appropriate.  In  particular, 
commentators  who  do  wish  to  suggest 


”  Securities  Act  of  1933  Release  No.  5826  (May  10, 
1977)  [42  FR  26010] 


changes  should  consider  the  advisability 
of  (1)  requiring  Item  1  disclosure  to  be 
included  in  annual  reports  to 
shareholdera  in  its  current  form  or  as 
modified  by  proposed  changes;  or  (2) 
conforming  the  present  detailed 
segments  reporting  requirements  in 
paragraph  (b)  of  Item  1  to  the  similar  but 
somewhat  less  extensive  requirements 
in  SFAS 14." 

Item  4.  Market  for  the  Registrant’s 
Securities  and  Statement  of  Dividend 
Policy 

Although  this  item  is  new  to  the  Form 
10-K  and  to  Regulation  S-4C  its  contents 
are  similar  to  that  of  paragraph  (8)  of 
Rule  14a-3  (17  CFR  240.14a-3]  (which 
requires  market  price  information  to  be 
included  in  the  annual  report  to 
shareholders),  to  Guide  26  of  the  Guides 
for  Preparation  and  Filing  of 
Registration  Statements  under  the 
Securities  Act  (which  requires  a 
statement  of  a  registrant’s  dividend 
policy)  and  to  Item  9  of  present  Form  10- 
K  (which  requires  information  as  to  the  , 
approximate  number  of  aquity  security 
holders.)  The  language  setting  forth  the 
proposed  disclosure  on  market  price 
information  has  been  slightly  amended 
to  conform  to  identical  disclosure 
requirements  in  Schedule  13E-3  (17  CFR 
240.13e-100).  Otherwise,  the  principal 
change  which  would  be  implemented  if 
this  item  were  adopted  would  be  to 
move  the  item  to  Form  S-K  where  it  can 
more  easily  be  referenced  into  other 
forms,  if  at  a  later  date  such  a  reference 
appears  to  be  advisable. 

The  Commission  is  aware  that  the 
information  requirements  presently  set 
forth  in  paragraph  (8)  of  Rule  14a-3  (17 
CFR  240.14a-3)  have  been  critidzed  for 
not  also  requiring  the  presentation  of 
industry  or  market  data  which  may  be 
used  for  comparison  purposes.  In  light  of 
this  criticism  the  Commission  would  like 
commentators  to  consider  whether  the 
item  should  be  expanded  to  require  the 
presentation  of  market  data  either  of  a 
general  nature  or  of  an  industry  specific 
nature  and  whether,  if  such  data  were 
required,  it  should  be  presented  in  one 
or  more  specific  graphic  forms.  For 
example,  one  su^  possibility  might 
require  the  presentation  in  graphic  form 
of  individud  company  market  data 
together  with  data  relating  to  a 
standardized  market'performance  index. 

Item  5.  Selected  Financial  Data 

The  summary  of  operations  presently 
called  for  under  Item  2  of  Form  10-K  has 
been  deleted  and  in  lieu  thereof  there 
has  been  inserted  as  Item  5  to  the 


"“Financial  Reporting  For  Segments  of  A 
Business  Enterprise.” 


proposed  form  a  requirement  calling  for 
Selected  Financial  Data.  This  new 
requirement  is  designed  to  present 
si^iificant  five  year  trend  data  relating 
to  a  registranf  s  revenues,  income  from 
continuing  operations,  liquidity  and 
capital  resources.  Although  a  registrant 
would  be  permitted  to  include  other 
financial  information  in  addition  to  that 
specified,  it  would  be  expected  that  any 
presentation  of  additional  information 
would  not  unnecessarily  emphasize 
income  or  revenues  as  opposed  to 
liquidity  or  capital  resources. 

The  deletion  of  the  present  summary 
and  the  substitution  of  selected  financial 
data  reflects  the  Commission’s  concern 
that  operations  summaries  have 
duplicated  information  otherwise 
available  in  income  statements,  have 
not  presented  significant  trend 
information  and  may  have  unduly 
emphasized  income  over  other 
enterprise  performance  measures.  The 
Commission  recognizes  that  a  detailed 
specification  of  the  contents  or  format  of 
a  summary  might  not  cure  the  perceived 
deficiences.  Accordingly,  it  is  hoped  that 
the  proposal  will  strike  a  reasonable 
balance  between  specified  content  and 
a  flexible  approach  which  permits 
registrants  to  select  that  data  which  best 
indicates  performance.  In  particular, 
those  registrants  who  present  the 
information  relating  to  the  impact  of 
inflation  and  current  prices  on  their 
business  required  by  SFAS  33  ^  would 
be  encouraged  to  combine  the  summary 
information  required  by  SFAS  33  with 
the  information  by  the  proposed  new 
item. 

To  a  great  extent  the  revised  selected 
financial  data  follows  the  format 
suggested  by  the  Advisory  Committee 
and  presented  in  Release  34-15068.  The 
few  revisions  included  have  been  made 
in  response  to  the  commentators’ 
requests  for  increased  flexibility  in  the 
form  and  content  of  the  presentation.  In 
particular,  instructions  relating  to 
working  capital  have  been  included  in 
response  to  suggestions  that  a 
traditional  working  capital  measure  may 
not  always  be  appropriate  for  all 
businesses. 

Item  6.  Management’s  Discussion  and 
Analysis  of  Financial  Condition  and 
Results  of  Operations 

The  proposed  Form  10-K  incorporates 
an  entirely  restructured  management’s 
discussion  and  analysis.  Additionally, 
this  item  has  been  moved  from  the 


"“Financial  Reporting  and  Changing  Prices.” 
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Guides  lo  become  new  Item  9  in 
Regulation  S-IC.® 

Hie  major  features  of  die  new 
proposal  are  as  follows: 

(1)  The  discussion  is  to  be  focused  on 
the  financial  statements,  and  is  no 
longer  centered  upon  a  summary  ci 
operations.  Indeed,  as  has  been 
indicated  above,  tbe  summary  of 
operations  bas  been  eliminated. 

(2)  The  new  item  calls  for  IndnsioD  in 
the  discussion  of  three  financial  aspects 
of  the  registrant's  business — liqaidity, 
capiml  resoDToes  and  results  of 
operations. 

(3J  Within  each  area  of  the  discussion 
there  is  emphasis  upon  favorable  or 
unfavorable  trends  and  upon  the 
identification  of  significant  events  or 
uncertainties. 

(4)  Segment  information  is  reqmred 
only  if,  in  the  registrant’s  judgment,  it  is 
appropriate  to  an  imderstanding  of  tbe 
registrant’s  business. 

(5)  Information  concerning  the  effects 
of  inflation  and  changing  prices  is 
required.  However,  those  registrants 
which  also  are  required  to  comply  with 
SFAS  33  rdatkig  to  the  same  subject 
may  satisfy  both  the  SFAS  33 
requirements  and  the  requirements  of 
the  proposed  item  with  a  single 
presentation. 

(6)  Tbe  percentage  tests  and  line  by 
line  analysis  encouraged  by  the  present 
requirements  contained  in  Gntdes  1  and 
22  have  been  eliminated.  However, 
instruction  4  to  the  proposed  item  does 
indicate  ffiat  the  causes  for  material 
changes  in  line  items  should  be 
discussed. 

(7)  The  new  item  would  not 
specifically  require  projections  or  other 
forward-looking  information,  although 
instruction  7  would  encourage  the 
presentation  of  this  type  of  information 
on  a  volimtary  basis. 

(8)  No  specific  i»t>visions  with  respect 
to  the  location  of  management’s 
discussion  have  been  included,  except 
for  tbe  general  requimnent  that  tbe 
discunion  nnist  be  induded  within  Ibe 
annual  shareholdos  report. 

The  Commission  te  concerned  that  tbe 
disdosure  ebdted  by  the  present 
reqaireraents  of  Guides  1  and  22  is  not 
fuIMling  originally  conteni^ted 
objectives.  A  statement  of  corporate 
objectives  can  be  helpful  to  investors. 
The  management  discussion  and 
analysis  affords  to  management  an 
opportunity  to  discuss  the  implication  of 
numerical  results  on  a  realistic  basis.  In 
general,  however,  a  disclosure  format 


*^hoald  the  approach  be  adopted  with  regard  to 
the  Form  le-K  it  ia  et^eoted  (hat  (he  new  Item  S  of 
Regidatioa  S-K  will  ^ao  be  made  a  part  df  olber 
Securitiea  Act  aad  Exchange  Act  foams,  aadh  «a 
Form  S-1  and  Form  M. 


has  developed  whereby  a  discussion  of 
implications  is  not  presented.  Instead, 
the  percentage  tests  are  applied  without 
regard  to  «i/  concept  of  materiabty  or 
significance  to  the  registrant’s  business. 
Accordingly  although  some  portions  of 
the  resulting  discussion  may  be 
meaningful,  the  meaningful  discussion  is 
obscured  by  the  inclusion  of  material  , 
which  is  of  little  relevance. 

Secondly,  die  Commission  is 
concerned  that  the  locus  of  tbe 
requirements  of  Gmdes  1  and  22  is  too 
narrow.  In  today’s  environment  there  is 
a  growing  need  to  analyze  enterprise 
liquidity  and  capital  resources,  in 
addition  to  revenues  and  inocme.  The 
narrow  approach  prMently  set  forth  ia 
Guides  1  and  22  does  not  necessarily 
produce  a  discBsston  which  will  focus 
upon  the  financial  condition  cd  foe 
enterprise  as  a  whole. 

Finally,  the  Comimssion,  as  it  has 
indicate  on  a  number  of  occasions,  is 
concerned  about  the  adequacy  of 
disclosures  with  respect  to  foe  impact  of 
inflation  and  changing  prices  on 
individual  registrant's  businesses. 
Although  the  Commission  does  not 
believe  foat  it  would  be  appropriate  at 
this  thne  to  expand  the  applicability  of 
SFAS  33  beyond  foat  established  by  foe 
Financial  Accounting  Standards  Board, 
it  does  believe  that  all  registrants, 
including  foose  which  are  not  required 
to  present  SFAS  33  infcnniaticm.  should 
make  some  textual  presentation  with 
respect  to  foese  matters.  In  this  regard 
the  Commission  believes  that 
management’s  discussion  and  analysis 
should  focus  on  translating  what  some 
believe  to  be  potentially  confusing 
information  into  a  meaningful  discussicm 
of  foe  effects  of  changing  prices  on  foe 
registranfs  business.  In  some  cases 
those  registrants  which  are  required  to 
report  under  33  may  determine  to 
display  data  in  addition  to  that  required 
in  order  to  make  foe  required  data  more 
meaningfoL  In  any  event,  however.  aH 
registrants  should  take  advantage  of  foe 
opportunity  to  present  tbe  additional 
quantitative  and  qualitative  information 
that  they  believe  will  be  usefid  to 
investors  in  evaluating  their  companies. 

The  Commission  believes  foat  the 
revised  discussion  and  analysis  will  be 
responsive  to  at  least  some  of  the 
ccmcems  raised  by  foe  commentators  in 
response  to  specif  inquiries  numbered 
9, 10  and  11  set  forth  in  Release  No.  34- 
15068.  For  example,  foe  ccmnaentators 
generally  favored  a  structure  that  would 
broaden  the  scope  of  the  analysis  and 
which  would  eliminate  the  percentage 
tests.  There  were,  however,  dissenters 
from  this  view  who  felf  that  such  a 
broadening  of  scope  or  the  elimination 


of  the  percentage  tests  would  leave 
registrants  with  insufficteotgnidanoe  as 
to  the  matters  requiripg  discussioa.  Hie 
revised  proposal  indicates  foe 
Commission’s  concurrence  with  the 
majority  view.  In  response  to  foe 
concenis  of  foe  minority,  though, 
considerable  detail  as  to  the  matters  to 
be  discussed  has  been  mcluded. 

Tbe  coirunentators  responding  to 
Release  Na  34-15068  al^  resist  foe 
suggestion  that  tbe  location  of 
management’s  discussion  should  be 
specified.  Again,  the  asrent  proposals 
would  follow  the  majoiily  view.  The 
Commission  believes,  however,  in  11^ 
of  the  new  focus  and  substantial 
changes  in  foe  item,  foat  it  would  be 
appropriate  for  the  commentators  to 
again  address  die  issue  as  to  whether  or 
not  a  specific  location  of  management’s 
discussion  and  analysis  shoidd  be 
prescribed. 

The  Commission  is  aware  that  several 
of  the  concepts  included  in  the  revised 
item  may  be  controversial  and  foat  foe 
proposed  item  requires  foe  discussion  of 
complex  questions  where  no  definitive 
answers  may  be  available.  Accordingly, 
it  may  be  helpful  for  the  commentators 
to  address  alternatives  which  mi^t 
better  achieve  foe  Commission’s  goals 
or  which  would  eliminate  some  of  foe 
controversy  or  complexity  without 
decreasing  tiie  usef^ness  of  foe 
proposed  discussion.  In  particular, 
commentators  should  address  the 
following  issues: 

(1)  In  light  of  the  fact  foat  working 
capital  is  not  always  an  appropriate 
measure  of  fiquidity.  should  foe 
Commission  be  more  specific  as  to 
possible  alternative  presentations  which 
would  describe  a  registrant's  liquidity 
position?  If  so,  what  alternatives  should 
be  offered? 

(2]  Is  the  requirement  as  to  foe 
presentation  of  segment  information 
appropriate?  Should  fois  requirement  be 
deleted  or,  conversely,  should  it  be 
expanded? 

In  presenting  comments  it  is  iKiped 
that  the  basic  objectives  of  foe  revised 
discussion  will  be  reco^ized.  The 
management  discussion  g^ves  the 
registrant  an  unusual  opportuiuty  to 
articulate  its  objectives  and  financial 
policies;  to  describe  where  it  is  headed 
and  how  it  hopes  to  get  there;  and  to 
establish  and  maintain  crefobility. 
Included  in  the  management  discussion 
should  be  factors  about  the  particular 
business  which  management  is  in  the 
best  position  to  know.  For  each 
business,  foere  is  a  limited  set  of  critical 
variables  which  presents  the  pulse  of 
the  business.  Management  is  in  the  best 
position  to  know  what  it  is  about  its 
company  that  is  important  to  foe  users 
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of  its  reports,  and  management  need  not 
await  the  development  of  specific 
disclosure  requirements  by  the 
Commission. 

Item  7.  Financial  Statements 

Concurrently  with  the  publication  of 
this  release  the  Commission,  under 
cover  of  a  separate  release,  has 
proposed  for  comment  uniform  fhiancial 
statement  instructions  and  various 
amendments  to  Regulation  S-X  which 
are  designed  to  facilitate  the 
implementation  of  the  proposed 
integrated  disclosure  system.**  Although 
reference  should  be  made  to  the  two 
releases  setting  forth  these  proposals  for 
full  details,  the  principal  goals  of  the 
proposed  amendments  are  to  adopt 
uniform  three  year  income  statement 
and  statement  of  changes  in  financial 
position  and  two  year  balance  sheet 
requirements  for  all  registration  forms 
and  to  eliminate,  to  the  extent  possible, 
the  differences  between  the 
requirements  of  generally  accepted 
accounting  principles  and  those  of 
Regulation  S-X. 

Although  the  Commission  will 
consider  these  issues  separately  in  the 
context  of  the  two  accounting  releases, 
commentators  should  be  aware  that  the 
issues  raised  by  those  releases  are 
intimately  related  to  those  raised  by  the 
proposed  amendments  to  Form  10-K. 

Item  11.  Exhibits  and  Reports  on  Form 
8-K 

Recently  in  Release  No.  33-6149  ^  the 
Commission  proposed  extensive 
revisions  in  the  general  exhibit 
requirements  applicable  to  all  forms 
including  the  Form  10-K.  The  proposed 
form  set  forth  below  assumes  the 
adoption  of  the  proposed  exhibit 
changes.  Natur^ly,  should  the 
Commission  decide  not  to  implement 
some  or  all  of  the  proposed  exhibit 
changes  a  corresponding  revision  would 
be  made  in  proposed  Item  11.  An 
addition  has  been  made  to  this  Item  as 
proposed  in  Release  No.  3^149  to 
require  that  the  financial  statements  and 
schedules  which  are  required  in  the 
Form  10-K  but  which  aif  not  required  in 
the  annual  report  to  shareholders 
pursuant  to  Rule  14a-3  (or  Rule  14c-3), 
be  filed  as  exhibits  to  the  Form.  The 
purpose  of  this  change  is  to  facilitate 
integration  of  the  annual  report  to 
shareholders  and  the  Form  10-K. 

Finally,  a  new  exhibit  requiring  the 
preparation  of  a  list  of  the  registrant’s 
subsidiaries  and  setting  forth  limited 
data  concerning  subsidiaries  has  been 
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added  to  the  proposed  new  Item  8. 
Exhibits,  of  Regulation  S-K.  This  list 
replaces  Item  4  in  the  present  Form  10- 
K.  It  is  contemplated  that  this  list  would 
be  repeated  in  each  annual  filing  or  an 
express  reference  to  the  most  recent  list 
filed  would  be  included. 

Amendments  to  Rule  14a-3  and  Rule 
14c-3 — ^Discussion 

The  proposed  changes  in  Rule  14a-3 
and  Ride  14c-3  are  minimal  and  are 
basically  technical  in  nature,  that  is. 
they  are  made  to  reflect  other 
substantive  rule  and  regulation 
amendments  proposed  in  this  release 
and  the  two  accounting  releases.** 
Subparagraphs  (b)(1),  (b)(2),  and  (b)(3) 
of  Rule  14a-3  and  subparagraphs  (a)(1), 

(a) (2),  and  (a)(3)  of  Rule  14o-3  are 
amended  to  reflect  the  proposed  new 
uniform  Regulation  S-X  financial 
statement  instructions.  Subparagraph 

(b) (4)  of  Rule  14a-3  and  subparagraph 

(a) (4)  of  Rule  14c-3  are  revised  to  delete 
the  reference  to  the  summary  of 
operations  and  to  replace  it  %vith 
proposed  Items  10  and  11  of  Regulation 
S-K,  Selected  Financial  Data  and 
Management’s  Discussion  and  Analysis 
of  Financial  Condition  and  Results  of 
Operations,  respectively.  The  disclosure 
presently  contained  in  subparagraph 

(b) (8)  of  Rule  14a-3  and  subparagraph 
(a)(8i  of  Rule  14c-3  is  deleted  and  a 
reference  to  the  new  Regulation  S-K 
Item  9,  Market  Price  of  the  Registrant’s 
Seciuities  and  Statement  of  Dividend 
Policy,  which  is  a  revised  and  expanded 
version  of  that  subparagraph,  is 
inserted.  Subparagraph  (b)(9)  of  Rule 
14a-3  and  subparagraph  (a)(9)  of  rule  • 
14c-3  is  expanded  to  indicate  that  if  a 
registrant  prepares  an  annual  report  to 
shareholders  which  meets  all  the  Form 
10-K  disclosure  requirements,  it  need 
not  also  supply  a  Form  10-K  to 
requesting  shareholders.  Finally, 
subparagraph  (c)  of  rule  14a-3  and 
subparagraph  (b)  of  Rule  14(>3  are 
revised  to  reflect  the  fact  that  General 
Instruction  H  to  the  proposed  Form  10-K 
requires  that  certain  information  fi'om 
the  annual  report  to  shareholders  be 
incorporated  by  reference  into  the  Form 
10-K  and  that  such  parts  of  the  annual 
report  are  therefore  “filed”  for  purposes 
of  Section  18  of  the  Exchange  Act. 

Amendments  to  Guides  for  Preparation 
and  Filing  of  Reports  and  Registration 
Statements  Under  the  Seciuities 
Exchange  Act  of  1934 

Guide  No.  1  Summary  of  Operations 

If  the  proposal  to  delete  Item  2, 
Summary  of  Operations,  from  the  Form 
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10-K  is  adopted,  appropriate  deletions 
would  also  be  made  from  other 
Exchange  forms  and  this  Guide  would 
be  concurrently  rescinded. 

Guide  No.  4  Integrated  Reports  to 
Shareholders 

Depending  upon  the  proposed  changes 
to  Form  10-K  that  are  i^ally  adopted, 
corresponding  changes  may  be  made  in 
this  Guide. 

Amendments  to  Guides  for  Preparation 
and  Filing  of  Registration  Statements 
Under  the  Securities  Act  of  1933 

Guide  No.  22  Summary  of  Operations 

If  the  proposal  to  delete  Item  2, 
Summary  of  Operations,  from  the  form 
10-K  is  adopted,  appropriate  deletions 
would  be  made  from  other  Securities 
Act  forms  and  this  Guide  would  be 
concurrently  rescinded. 

Guide  No.  26  Statement  of  Dividend 
Policy 

If  proposed  Item  9  of  Regulation  S-K. 
Market  Price  of  the  Registrant’s 
Securities  and  Statement  of  Dividend 
Policy,  is  adopted,  this  Guide  would  be 
conciurently  rescinded. 

Text  of  Proposed  Form  and  Rules 

17  CFR  Chapter  n  is  proposed  to  be 
amended  as  follows: 

1.  By  amending  §  249.310  to  read  as 
follows: 

PART  249— FORMS,  SECURITIES 
EXCHANGE  ACT  OF  1934 

§  249.310  Form  10-K,  annual  report 
pursuant  to  section  13  or  15(d)  of  the 
Securities  Exchange  Act  of  1934. 

General  Instructions 
«  *  *  *  * 

C.  Preparation  of  Report. 

(a)  This  form  is  not  to  be  used  as  a 
blank  form  to  be  filled  in,  but  only  as  a 
guide  in  the  preparation  of  the  report  on 
paper  meeting  the  requirements  of  Rule 
12b-12.  Except  as  provided  in  General 
Instruction  H,  the  report  shall  contain 
the  item  numbers  and  captions  of  all 
items  but  the  text  of  such  items  may  be 
omitted.  ’The  answers  to  the  items  shall 
be  prepared  in  the  manner  specified  in 
Rule  12b-13. 

***** 

D.  Signature  and  Filing  of  Report. 

***** 

The  report  shall  be  signed  by  the 
registrant,  and  on  behalf  of  the 
registrant  by  its  principal  executive 
officer  or  officers,  its  principal  financial 
officer,  its  controller  or  principal 
accounting  officer,  and  by  at  least  the 
majority  of  the  board  of  directors  or 
persons  performing  similar  functions.  If 
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the  registrant  is  a  foreign  person,  the 
registration  statement  shall  also  be 
signed  by  its  authorized  representative 
in  the  United  States.  The  name  of  each 
person  who  signs  the  report  shall  be 
typed  or  jainted  beneath  his  signature. 

penon  who  occupies  more  than  one 
of  the  specified  positions  shall  indicate 
each  capacity  in  which  he  signs  the 
report 

*  «  •  *  * 

H.  Form  10-K  Information  Required  to 
be  Incorporated  by  Reference. 

(a)  The  informatkm  called  for  by  Part 

II  of  this  form  (Items  4  through  7)  shall 
be  kicoiporated  by  reference  from  the 
registrant's  annual  report  to  security 
holders  furnished  to  die  Commission 
pursuant  to  Rule  14a-3(b)  or  Rule  14c-  > 
3{a).  The  information  so  incoiporated  by 
reference  shall  be  furnished  to  everyone 
who  receives  a  copy  from  the  registrant 
of  its  Form  lO-K  (except  for  security 
holdms  udio  have  previously  received 
the  incmporated  information). 

(b)  Hie  information  called  for  by  Part 

III  (Items  8  through  10]  shall  be 
incorporated  by  reference  from  the 
registrant’s  definitive  proxy  statement 
(filed  pursuant  to  Regulation  14A]  or 
definitive  infonnaticui  statement  (filled 
pursuant  to  Regulation  14C}  which 
involves  the  election  of  dir^ors. 
However,  the  infonnatkm  regarding 
executive  officers  called  for  by  Item  3  of 
Reguiathin  S-K  may  be  inchid^  in  Part 
I  of  Form  10-4C.  See  instruction  4  to  Item 
3(b)  of  Regulation  S-K  (17  CFR  229.20). 
The  Part  Ill  information  may.  at  the 
option  of  die  regietrant,  be  filed  as  an 
amendment  to  foe  report  not  later  than 
120  days  after  foe  end  of  foe  fiscal  year 
covered  by  foe  report.  Such  amendment 
shall  be  filed  under  cover  of  Form  8.  The 
infonnation  so  mcorporated  by 
reference  shall  be  fuinished  to  everyone 
who  receives  from  the  re^strant  a  copy 
of  its  Form  10-K  (except  for  security 
holders  who  have  previously  received 
the  incorporated  infonnation). 

(c)  TTie  information  required  by  Part  I 
of  this  form  (Items  1  through  3)  may,  at 
the  registranfs  option,  be  incorporated 
by  reference  from  foe  registrant's  annual 
report  to  security  holders  furnished  to 
foe  Commission  pursuant  to  Rule  14a- 
3(b)  or  Rule  14o-jKa). 

(d)  If,  at  foe  time  foe  Form  lO-K  is 
due,  foe  registrant  is  not  required  to 
furnish  foe  Commission  with  an  annual 
report  to  security  holders  pursuant  to 
Rule  14a-3(b)  or  Rule  14G-^aJ  or  a 
proj^  statement  piusuant  to  Regulation 
14A  or  an  information  statement 
pursuant  to  Regulation  14C  which 
involves  the  election  of  directors,  foe 
information  required  by  Parts  II  and  III 


of  this  form  (Items  4  through  10)  shall  be 
set  forth  in  foe  form. 

(e)  No  item  nmnbers  or  captions  of 
items  need  be  contained  in  foe  material 
incorporated  by  reference  into  foe 
report.  However,  foe  registrant’s 
attention  is  directed  to  Rule  12b-23(e} 
regarding  foe  specific  disclosure 
required  in  the  report  concerning 
information  incorporated  by  reference. 
When  foe  registrant  combines  all  of  foe 
information  in  Parts  I  and  n  of  this  form 
(Items  1  through  7)  by  reference  from  the 
registrant’s  annual  report  to  security 
holders  furnished  to  foe  Commission 
pursuant  to  Rule  14a-3(b)  or  Rule  14c- 
3(a)  and  all  of  foe  infonnation  in  Part  III 
of  this  form  (Items  8  through  10)  by 
reference  from  a  definitive  proxy 
statement  or  information  statement 
involving  foe  election  of  directors,  foen 
notwithstanding  General  Instruction 
C(a),  this  form  shall  consist  of  foe  facing 
page,  foe  annual  report  to  security 
holders,  foe  proxy  or  information 
statement  and  foe  information,  if  any, 
required  by  Part  IV  of  this  form, 
signatures,  and  a  cross  reference  sheet 
setting  forth  foe  item  numbers  and 
captions  in  Parts  L II  and  ni  of  fois  form 
and  the  page  or  pages  in  the  referenced 
materials  where  foe  corresponding 
information  appears. 
***** 

J.  Issuers  Filing  on  Form  S-18. 

If  the  issuer ...  in  lieu  of  the 

information  called  for  by  Item  1, 
Business,  and  Item  9,  Management 
Remuneration  and  Transactions,  herein. 
Item  5.  Selected  Financial  Data,  may  be 
omitted  at  foe  election  of  such  issuer. 

*  *  •  «  • 

K.  Omission  of  Information  by  Certain 
Wholly-Owned  Subsidiaries. 

(a)  *  *  * 

(1)  All  of  the  registrant’s  equity 
securities  ...  as  applicable,  and  which 
is  named  in  conjunction  with  foe 
registrant’s  description  of  its  business: 

(b)  *  *  * 

(1)  Such  registrants  may  omit  foe 
information  called  fr)r  by  Item  S, 

Selected  Financial  Data,  and  Item  6. 
Management’s  Discussion  and  Analysis 
of  Financial  Condition  and  Results  of 
Operations,  . ,  . 

(2)  Such  registrants  may  omit  the  list 
of  subsidiaries  exhibit  called  for  by  Item 
8  of  Regulation  S-K  (17  CFR  229.20). 

(3)  Such  registrants  may  omit  foe 
information  called  for  by  foe  following 
otherwise  required  Items:  Item  8. 
Directors  and  Executive  Officers  of  the 
Regisfranb  Item  9,  Management 
Remuneration  and  Transactions;  and 
Item  10,  Security  Ownership  of  Certain 
Beneficial  Owners  and  Management. 


(4)  In  response  to  Item  1 .  .  .  and  in 
response  to  Item  2,  Properties .... 

Parti 

fSee  General  Instruction  H(c)] 

***** 

Item  2.  Properties. 

Information  relating  to  properties 
shall  be  furnished  in  accordance  with 
the  provision  of  Hern  2  of  Regulation  S- 
K  (17  CFR  229.20). 

Item  3.  Legal  Proceedings. 

The  description  of  legal  proceedings 
shall  include  foe  information  required 
by  Item  5  of  Regulation  S-K  (17  CFR 
229.20). 

Part  II 

[See  General  Instruction  H(a)J 

Item  4.  Market  for  foe  Registrant’s 
Securities  and  Statement  of  Dividend 
Policy. 

Information  relating  to  the  madiet  for 
the  registrant’s  securities  and  foe 
statement  of  dividend  policy  shall  be 
furnished  in  accordance  wifo  the 
provisions  of  Item  9  of  Regulation  S-K 
(17  CFR  229.20). 

Item  5.  Selected  Finandal  Data. 
Selected  financial  data  shall  be 
furnished  in  accordance  wifo  the 
provisions  of  Item  10  of  Regulation  S-K 
(17  CFR  229.20), 

Item  6.  Management's  Discussion  and 
Analysis  of  Ffoandal  Condition  and 
Results  of  Operations. 

The  management’s  discussion  and 
analysis  of  financial  condition  and 
results  of  (derations  shall  be  furnished 
in  accordance  wifo  the  provisions  of 
Item  11  of  Reflation  S-K  (17  CFR 
229.20). 

Item  7.  Financial  Statements. 

Financial  statements  meeting  foe 
requirements  of  Regulation  S-X  (17  CFR 
210.1-02]  shall  be  filed.  Financial 
statements  of  the  registrant  and  its 
subsidiaries  consolidated  [as  required 
by  Rule  14a-3(b]]  shall  be  filed  under 
this  Item.  Other  financial  statements 
and  schedules  required  under 
Regulation  S-X  shall  be  filed  as  an 
exhibit  pursuant  to  Item  11,  Exhibits  and 
Reports  on  Form  8-4C  of  this  Form. 

Part  in 

[See  Geoeral  Instruction  H{b)] 

Item  8.  Directors  and  Executive 
Officers  of  the  Registrant 
The  description  of  directors  and 
executive  officers  shall  include  foe 
information  required  by  Item  3  of 
Regulation  S-K  (17  CFR  229,20). 

Item  9.  Management  Remimeratimi 
and  Transactions. 

The  description  of  remuneration  of 
directors  and  officers  shall  include  the 
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information  required  by  Item  4  of 
Regulation  S-K  (17  CFR  229.20). 

Item  10.  Security  Ownership  of 
Certain  BeneHcial  Owners  and 
Management. 

The  description  of  principal  security 
holders  and  security  holdings  of 
management  shall  include  the 
information  required  by  Item  6  of 
Regulation  S-K  (17  CFR  229.20). 

Part  IV 

Item  11.  Exhibits  and  Reports  on  Form 
8-K. 

(a)  *  *  * 

(2)  Exhibits,  as  required  by  Item  8  of 
Regulation  S-K  (17  CFR  229.20). 

(b)  *  *  * 

(c)  Registrants  shall  file,  as  exhibits  to 
this  Form,  the  financial  statements 
required  by  Regulation  S-X  which  are 
excluded  from  the  annual  report  to 
shareholders  by  Rule  14a-3(b)(l), 
including  (1)  separate  financial 
statements  of  the  registrant  only  (where 
consolidated  financial  statements  of  the 
registrant  and  its  subsidiaries  are 
included);  (2)  separate  financial 
statements  of  subsidiaries  not 
consolidated  and  fifty  percent  or  less 
owned  persons;  (3)  separate  financial 
statement  of  consolidated  majority- 
owned  subsidiaries  of  the  registrant 
engaged  in  diverse  financial  activities; 

(4)  separate  financial  statements  of 
affiliates  whose  securities  are  pledged 
as  collateral;  and  (5)  financial  statement 
schedules. 

Signatures 

[See  General  Instruction  DJ 

Pursuant  to  the  requirements  of 
Section  13  or  15(d)  of  the  Securities 
Exchange  Act  of  1934,  the  registrant  has 
duly  caused  this  report  to  be  signed  on 
its  behalf  by  the  undersigned,  thereunto 
duly  authorized. 

(Registrant)  - 

By  (Signature  and  Title)*  - 

Date  - 

Pursuant  to  the  requirements  of  the 
Securities  Exchange  Act  of  1934,  this 
report  has  been  signed  below  by  the 
following  persons  on  behalf  of  the 
registrant  and  in  the  capacities  and  on 
the  dates  indicated. 

(Signature  and  Title)* - 

(Date) - 

***** 

(Signature  and  Title)* - 

(Date) - 


*  Print  the  name  and  title  of  each  signing  officer 
and  director  under  his  signature. 


Supplemental  Information  To  Be 
Furnished  With  Reports  Filed  Pursuant 
to  Section  15(d)  of  die  Act  by  Issuers 
Which  Have  Not  Registered  Securities 
Pursuant  to  Section  12  of  the  Act 
***** 

PART  229— STANDARD 
INSTRUCTIONS  FOR  FILING  FORMS 
UNDER  SECURITIES  ACT  OF  1933 
AND  SECURITIES  EXCHANGE  ACT  OF 
1934— REGULATIONS  S-K 
***** 

§  229.20  [Amended] 

2.  By  amending  §  229.20  to  amend 

Item  1  to  read  as  follows:  . 

Item  1.  Description  of  business 

(a)  *  *  * 

(b)  Financial  information  about 
industry  segments. 

(1)  Industry  segments.  State  for  each 
of  the  registrant's  last  three  fiscal  years 
or  for  each  fiscal  year  the  registrant  has 
been  engaged  in  business,  whichever 
period  is  shorter  *  *  * 
***** 

3.  By  amending  §  229.20  to  amend 
Item  8  [as  proposed  in  Securities  Act  of 
1933  Release  No.  6149  (November  16, 
1979)]  to  read  as  follows: 

Item  8.  Exhibits. 

(a)  *  *  * 

Table  II  Securities  Exchange  Act  of 
1934 — Frequently  Used  Forms 

***** 

(21)  Subsidiaries  of  the  registrant  10- 
K/x 

(b)  *  *  * 

(21)  List  all  subsidiaries  of  the 
registrant,  the  state  or  other  jurisdiction 
of  incorporation  or  organization  of  each, 
and  the  names  under  which  such 
subsidiaries  do  business. 
***** 

4.  By  amending  §  229.20  by  adding 
Item  9  to  read  as  follows: 

Item  9.  Market  price  of  the  registrant’s 
securities  and  statement  of  dividend 
policy. 

Identify  the  principal  market  or 
markets  in  which  the  registrant's 
securities  are  being  traded  and,  if  a 
principal  market  for  a  class  of  securities 
is  an  exchatige,  state  the  high  and  low 
sales  prices  for  the  securities  as 
reported  in  the  consolidated  transaction 
reporting  system  or,  if  not  so  reported, 
on  such  principal  exchange  for  each 
quarterly  period  during  the  past  two 
years.  If  the  principal  market  for  a  class 
of  securities  is  not  an  exchange,  state 
the  range  of  high  and  low  bid  quotations 
for  each  quarterly  period  during  the  past 
two  years,  the  source  of  such  quotations 
and,  if  there  is  no  market  for  such 
securities  (excluding  limited  or  sporadic 


quotations),  fiimish  a  statement  to  that 
effect. 

Set  forth  the  approximate  number  of 
holders  of  each  class  of  equity  securities 
of  the  registrant  as  of  a  recent  date. 

State  the  fi-equency  and  amount  of 
any  dividends  paid  during  the  past  two 
years  with  respect  to  each  class  of 
equity  securities  and  briefly  describe 
any  restriction  on  the  issuer’s  present  or 
future  ability  to  pay  such  dividends. 

Instructions 

1.  Information  need  not  be  given  with 
resp>ect  to  outstanding  non-transferable 
options  and  interests  in  employee  plans 
or  with  respect  to  classes  of  securities 
which  neither  are  registered- imder 
section  12  of  the  Exchange  Act  nor  have 

*given  rise  to  a  reporting  requirement 
under  section  15(d)  of  the  ^change  Act. 

2.  The  computation  of  the 
approximate  number  of  holders  of  a 
class  of  equity  securities  may  be  based 
upon  the  number  of  record  holders  or 
may  also  include  individual  participants 
in  security  position  listings.  See  Rule 
17Ad-8  (17  CFR  240.17 Ad-8).  The 
method  of  computation  which  is  chosen 
should  be  indicated. 

3.  Where  a  registrant  has  a  record  of 
paying  no  dividends  although  earnings 
•indicate  an  ability  to  do  so,  the 
registrant  should  consider  the  question 
of  its  intention  to  pay  cash  dividends  in 
the  foreseeable  future,  and  if  no  such 
intention  exists,  a  statement  of  that  fact 
should  be  set  forth  in  the  filing. 
Registrants  which  have  a  history  of 
paying  dividends  are  also  strongly 
encouraged  to  indicate  whether 
dividends  will  Continue  to  be  paid  in  the 
future.  Such  forward-looking 
information  is  expressly  covered  by  the 
safe  harbor  rule  for  projections.  See 
Seciuities  Act  Release  No.  6084  (June  25, 
1979)  [44  FR  38810]. 

5.  By  amending  §  229.20  by  adding 
Item  10  to  read  as  follows: 

Item  10.  Selected  financial  data. 

Furnish  in  comparative  coluninar  form 
a  summary  of  selected  financial  data  for 
the  registrant,  for 

(1)  each  of  the  last  five  fiscal  years  of 
the  registrant  (or  for  the  life  of  the 
registrant  and  its  predecessors,  if  less), 
and 

(2)  any  additional  fiscal  years 
necessary  to  keep  the  summary  fi*om 
being  misleading. 

Instructions 

1.  The  purpose  of  the  summary  of 
selected  financial  data  shall  be  to 
supply  in  a  convenient  and  readable 
format  selected  data  which  highlights 
significant  trends  in  the  registrant’s 
financial  condition  and  results  of 
operations. 
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2.  Subject  to  appropriate  variation  to 
conform  to  the  nature  of  the  registrant's 
business,  the  following  items  shall  be 
included  in  the  summary:  net  sales  or 
operating  revenues;  income  (loss)  from 
continuing  operations;  income  (loss) 
from  continuing  operations  per  common 
share;  working  capital  (except  as  is 
indicated  in  Instruction  3);  total  assets; 
and  long-term  obligations  (including 
long-term  debt,  capital  leases  and 
redeemable  preferred  stock  as  dehned 
in  ASR  268)  and  cash  dividends 
-declared  per  common  share.  Registrants 
may  include  additional  items  which  they 
believe  would  enhance  an 
understanding  of  and  would  highlight 
trends  in  their  financial  condition  and 
results  of  operations. 

3.  If  the  registrant  believes  that 
working  capital  is  not  a  meaningful 
measure  of  liquidity,  working  capital 
may  be  omitted  fi'om  the  stimmary  and 
in  lieu  thereof  some  other  indicator  or 
indicators  shall  be  included. 

4.  Those  registrants  which  are 
required  to  provide  five  year  summary 
information  in  accordance  with  SFAS  33 
may  combine  such  information  with  the 
selected  data  and  may  modify  the 
information  presented  to  conform  to  the 
requirements  of  SFAS  33. 

5.  All  references  to  the  registrant  in 
the  summary  and  in  these  instructions 
shall  mean  the  registrant  and  its 
consolidiated  subsidiaries. 

6.  By  amending  $229.20  by  adding  Item 
11  to  read  as  follows: 

Item  11.  Management’s  discussion  and 
analysis  of  financial  condition  and 
results  of  operations. 

Discuss  registrant’s  financial 
condition,  changes  in  financial  condition 
and  results  of  operations.  The 
discussion  shall  provide  information  as 
specified  in  paragraphs  (a),  (b)  and  (c)  of 
this  section  with  respect  to  liquidity, 
capital  resources  and  results  of 
operations,  and  may  provide  such  other 
information  which  tiie  registrant 
believes  to  be  relevant  to  an 
understanding  of  its  financial  condition, 
changes  in  financial  condition  and 
results  of  operations.  Where  in  the 
registrant's  judgment  a  discussion  of 
segment  information  would  be 
appropriate  to  an  understanding  of  the 
registrant’s  business,  the  discussion 
should  focus  on  each  reportable  segment 
of  the  business  and  on  Ae  registrant  as 
a  whole. 

(a)  Liquidity. 

State  registrant’s  views  of  the  extent 
to  which  working' capital  (the  excess  of 
current  assets  over  current  liabilities)  is 
an  appropriate  indicator  of  the  liquidity 
of  its  business.  If  working  capital  is  not 
an  appropriate  indicator,  state  the  basis 
or  bases  used  by  the  registrant  to 


measure  its  liquidity.  Identify  any 
known  trends  or  any  unusual  demands, 
commitments,  events  or  uncertainties 
resulting  in  or  which  are  reasonably 
likely  to  result  in  liquidity  increasing  or 
decreasing  in  any  material  way.  If  a 
deficiency  is  identified,  indicate  the 
course  of  action  which  the  registrant 
proposes  to  take  to  remedy  the 
deficiency.  Identify  the  separately 
describe  internal  and  external  sources 
of  liquidity,  and  identify  any  unused 
sources  of  liquidity. 

(b)  Capital  resources. 

Describe  any  favorable  or 

unfavorable  trends  in  the  registrant’s 
capital  resources.  Indicate  any  changes 
in  the  mix  and  the  relative  cost  of  such 
resources.  This  discussion  should 
consider  changes  between  equity,  debt 
and  any  off  balance  sheet  financing 
arrangements. 

Describe  the  registrant’s  material 
commitments  for  capital  expenditures  as 
of  the  end  of  the  latest  fiscal  period,  and 
indicate  the  general  purpose  of  such 
commitments  and  the  anticipated  source 
of  funds  needed  to  fulfill  such 
commitments. 

(c)  Results  of  operations. 

Describe  any  unusual  or  infrequent 

events  or  transactions  or  any  significant 
economic  changes  which  materially 
affected  the  amount  of  reported  income 
from  continuing  operations  and,  in  each 
case,  indicate  ^e  extent  to  which 
income  was  so  affected.  In  addition, 
describe  any  other  significant 
components  of  revenues  or  expense 
which,  in  the  registrant’s  jud^ent, 
should  be  described  in  order  to 
understand  the  registrant’s  results  of 
operations. 

Describe  any  identified  trends  or 
uncertainties  which  have  had  or  which 
the  registrant  expects  will  have  a 
favorable  or  unfavorable  impact  on  net 
sales  or  revenues  or  income  from 
continuing  operations.  If  the  registrant 
knows  of  events  which  will  cause  a 
material  change  in  the  relationship 
between  costs  and  revenues  (such  as 
known  future  increases  in  costs  of  labor 
or  materials  or  price  increases  or 
inventory  adjustments)  the  change  in  the 
relationship  should  be  disclosed. 

To  the  extent  that  the  financial 
statements  disclose  material  increases 
in  net  sales  or  revenues,  indicate  the 
extent  to  which  such  increases  are 
attributable  to  increases  in  prices  or  to 
increases  in  the  volume  or  amount  of 
goods  or  services  being  sold  or  to  the 
introduction  of  new  products  or 
services. 

For  the  most  recent  three  year  period, 
indicate  the  effect  of  inflation  and 
changing  prices  on  the  registrant’s  net 


sales  and  revenues  and  on  income  firom 
continuing  operations. 

Instructions. 

1.  The  registrant’s  discussion  and 
analysis  should  be  of  the  financial 
statements  and  of  other  statistical  data 
which  the  registrant  believes  will 
enhance  a  reader’s  understanding  of 
financial  condition,  changes  in  financial 
condition  or  results  of  operations. ' 
Generally,  the  discussion  should  cover 
the  three  year  period  covered  by  the 
financial  statements.  However,  where 
trend  information  is  relevant,  reference 
to  the  five  year  selected  financial  data 
appearing  elsewhere  may  be  helpful. 

2.  The  purpose  of  the  discussion  and 
analysis  should  be  to  provide  to 
investors  and  other  users  information 
relevant  to  an  assessment  of  the 
financial  condition  and  results  of 
operations  of  the  registrant  as 
determined  by  evaluating  the  amoimts 
and  certainty  of  cash  flows  fi*om 
operations  and,  if  material,  from  outside 
sources.  The  information  provided 
should  include  that  which  is  available  to 
the  registrant  without  updue  effort  or 
expense  but  which  is  not  obvious  from 
the  registrant’s  financial  statements. 

3.  The  registrant’s  discussion  and 
analysis  should  specifically  focus  on 
events  and  uncertainties  known  to 
management  which  would  cause 
reported  financial  information  not  to  be 
necessarily  indicative  of  future 
operating  results  or  of  future  financial 
condition.  This  would  include 
description  and  amounts  of  (a)  matters 
which  could  have  an  impact  on  future 
operations  and  have  not  had  an  impact 
in  the  past,  and  (b)  matters  which  have 
had  an  impact  on  reported  operations 
and  are  not  expected  to  have  an  impact 
upon  future  operations.  When  focusing 
on  unusual  events  or  transactions  or 
significant  economic  changes  the 
registrant  should  consider  such  items  as 
unusually  large  promotion  or  research 
and  development  expenses  or  large 
price  increases  or  decreases  in  basic 
resources. 

4.  Where  the  consolidated  financial 
statements  reveal  material  changes  from 
year  to  year  in  one  or  more  line  items, 
the  causes  for  the  changes  should  be 
described;  provided,  however,  if  the 
causes  for  a  change  in  one  line  item  also 
relate  to  other  line  items,  no  repetition  is 
required.  Registrants  need  not  recite  the 
amounts  of  changes  from  year  to  year 
which  are  readily  computable  from  the 
financial  statements.  'The  discussion 
should  not  merely  repeat  numerical  data 
contained  in  the  consolidated  financial 
statements. 

5.  The  term  “liquidity”  as  used  in 
paragraph  (a)  of  diis  section  refers  to  an 
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assessment  of  the  ability  of  an 
enterprise  to  generate  adequate  amounts 
of  cash  to  meet  the  enterprise’s  needs 
for  cash.  Liquidity  should  be  assessed 
on  both  a  long-term  and  short-term 
basis.  Since  liquidity  relates  directly  to 
cash  flows,  it  is  recognized  that  balance 
sheet  indicators  such  as  “working 
capital”  or  “quick  assets”  may  be 
inadequate.  Registrants  are  asked  to 
address  the  issue  of  liquidity  in  the 
context  of  their  business  or  businesses. 

If  the  registrant  believes  that  working 
capital  may  be  a  misleading  measure  of 
its  liquidity,  working  capital  need  not  be 
discussed  but  in  lieu  thereof  some  other 
indicator  or  indicators  shall  be 
presented. 

6.  Registrant’s  discussion  of  results  of 
operations  should  identify  any 
significant  elements  of  the  registrant’s 
income  or  loss  from  continuing 
operations  which  do  not  arise  frtim  or 
are  not  necessarily  representative  of  the 
registrant’s  ongoing  business.  Such 
items  might  include  unusually  large 
promotion  or  research  and  development 
expenses,  unusually  high  or  low  export 
activities,  identifiable  costs  associated 
with  a  business  interruption  caused  by 
labor  strikes  or  other  events,  or 
significant  gains  or  losses  from 
disposition  of  assets. 

7.  Registrants  are  encouraged  but  are 
not  required  to  address  future  periods.  It 
should  be  noted,  however,  that  the 
disclosure  of  presently  existing  firm 
commitments  for  future  material 
expenditures  may  be  required,  and  such 
information  should  be  distinguished 
from  planned  and  uncommittted 
expenditures.  Such  forward-looking 
information  is  expressly  covered  by  the 
safe  harbor  rule  for  projections.  See 
Securities  Act  Release  No.  6084  (June  25, 
1979)  [44  FR  38810]. 

8.  Registrants  which  are  required  to 
provide  explanations  of  supplementary 
information  disclosed  in  accordance 
with  SFAS  33  may  combine  such 
explanations  with  the  registrant’s 
discussion  and  analysis  required 
pursuant  to  this  provision.  If  such 
statement  is  combined,  the 
supplementary  information  required  by 
SFAS  33  shall  be  located  in  reasonable 
proximity  to  the  discussion  and 
analysis. 

9.  Registrants  which  are  not  required 
to  provide  explanations  of 
supplementary  information  disclosed  in 
accordance  with  SFAS  33  may  discuss 
the  effects  of  inflation  and  changes  in 
prices  in  whatever  manner  appears 
appropriate  imder  the  circiunstances. 
Although  voluntary  compliance  with 
SFAS  33  is  encouraged,  it  is  not 
required. 


10.  All  references  to  the  registrant  in 
the  discussion  and  in  these  instructions 
shall  mean  the  registrant  and  its 
consolidated  subsidiaries. 

7.  By  amending  $  240.14a-3  to  read  as 
follows: 

PART  240— GENERAL  RULES  AND 
REGULATIONS,  SECURITIES 
EXCHANGE  ACT  OF  1934 

§  240.14a-3  Information  to  be  fumislied  to 
security  hoMers. 

***** 

(b)  *  ‘  * 

(1)  The  report  shall  include  the 
financial  statements  required  by 
Regulation  S-X  for  the  registrant  and  its 
subsidiaries  consolidated.  Any  financial 
statement  schedules  or  exhibits  which 
may  otherwise  be  required  in  filings 
with  the  Commission  may  be  omitted. 
Investment  companies  registered  under 
the  Investment  Company  Act  of  1940 
need  include  financial  statements  only 
for  the  last  fiscal  year. 

(2)  Financial  statements  and  notes 
thereto  shall  be  presented  in  roman  type 
at  least  as  large  and  as  legible  as  10- 
point  modem  type.  If  necessary  for 
convenient  presentation,  the  financial 
statements  may  be  in  roman  type  as 
large  and  as  legible  as  8-point  modem 
type.  All  type  shall  be  leaded  at  least  2- 
point. 

(3)  The  report  shall  contain  the 
supplementary  financial  information 
specified  by  Item  12  of  Regulation  S-K 
(17  CFR  229.20). 

(4) (i)  The  report  shall  contain  selected 
financial  data  in  accordance  with  the 
provisions  of  Item  10  of  Regulation  S-K 
(17  CFR  229.20). 

(ii)  The  report  shall  contain 
management’s  discussion  and  analysis 
of  the  issuer’s  financial  condition  and 
results  of  operations  in  accordance  with 
the  provisions  of  Item  11  of  Regulation 
S-K  (17  CFR  229.20). 
***** 

(8)  The  report  shall  contain  the  market 
price  of  the  issuer’s  securities  and  its 
statement  of  dividend  policy  in 
accordance  with  the  provisions  of  Item  9 
of  Regulation  SK  (17  CFR  229.20). 

(9)  *  *  *  If  the  issuer’s  annual  report 
to  security  holders  complies  with  the  the 
disclosure  requirements  of  Form  10-K 
and  is  filed  with  the  Commission  in 
satisfaction  of  its  Form  10-K  filing 
requirements,  such  issuer  need  not 
furnish  a  separate  Form  10-K  to  security 
holdere  who  receive  a  copy  of  such 
annual  report. 

Note:*  *  * 

***** 

(c)  Seven  copies  of  the  report  sent  to 
security  holders  pursuant  to  this  rule 
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shall  be  mailed  to  the  Commission, 
solely  for  its  information,  not  later  than 
the  date  on  which  such  report  is  first 
sent  or  given  to  security  holders  or  the 
date  on  which  preliminary  copies  of 
solicitation  material  are  filed  with  the 
Commission  pursuant  to  Rule  14a-6(a), 
whichever  date  is  later.  The  report  is  not 
deemed  to  be  “soliciting  material”  or  to 
be  “filed”  with  the  Commission  or 
subject  to  this  regulation  otherwise  than 
as  provided  in  this  rule,  or  to  the 
liabilities  of  Section  18  of  the  Act, 
except  to  the  extent  that  the  issuer 
specifically  requests  that  it  be  treated  as 
a  part  of  the  proxy  soliciting  material  or 
incorporates  it  in  the  proxy  statement  or 
other  filed  report  by  reference. 

8.  By  amending  §  240.14c-3  to  read  as 
follows: 

§  240.14C-3  Annual  report  to  be  furnished 
to  security  holders. 

(a)  *  *  * 

(1)  The  report  shall  include  the 
financial  statements  required  by 
Regulation  S-X  for  the  registrant  and  its 
subsidiaries  consolidated.  Any  financial 
statement  schedules  or  exhibits  which 
may  otherwise  be  required  in  filings 
with  the  Commission  may  be  omitted. 
Investment  companies  registered  imder 
the  Investment  Company  Act  of  1940 
need  include  financial  statements  only 
for  the  last  fiscal  year. 

(2)  Financial  statements  and  notes 
thereto  shall  be  presented  in  roman  type 
at  least  as  large  and  as  legible  as  10- 
point  modem  type.  If  necessary  for 
convenient  presentation,  the  financial 
statements  may  be  in  roman  type  as 
large  and  as  legible  as  8-point  modem 
type.  All  type  shall  be  leaded  at  least  2- 
point. 

(3)  The  report  shall  contain  the 
supplementary  financial  information 
specified  by  Item  12  of  Regulation  S-K 
(17  CFR  229.20). 

(4) (i)  The  report  shall  contain  selected 
financial  data  in  accordance  with  the 
provisions  of  Item  10  of  Regulation  S-K 
(17  CFR  229.20). 

(ii)  The  report  shall  contain 
management’s  discussion  and  analysis 
of  the  issuer’s  financial  condition  and 
results  of  operations  in  accordance  with 
the  provisions  of  Item  11  of  Regulation 
S-K  (17  CFR  229.20). 
***** 

(8)  The  report  Shall  contain  the  market 
price  of  the  issuer’s  securities  and  its 
statement  of  dividend  policy  in 
accordance  with  the  provisions  of  Item  9 
of  Regulation  S-4C  (17  CFR  229.20). 

(9)  *  *  *  If  the  issuer’s  annual  report 
to  security  holders  complies  with  the 
disclosure  requirements  of  Form  10-K 
and  is  filed  with  the  Commission  in 
satisfaction  of  its  Form  10-K  filing 
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requirements,  such  issuer  need  not 
furnish  a  separate  Form  10-K  to  security 
holders  who  receive  a  copy  of  such 
annual  report. 

Note:*  *  * 

•  «  *  *  *^ 

(b)  Seven  copies  of  the  report  sent  to 
security  holders  pursuant  to  this  rule 
shall  be  mailed  to  the  Commission, 
solely  for  its  information,  not  later  than 
the  date  on  which  such  report  is  first 
sent  or  given  to  security  holders  or  the 
date  on  which  preliminary  copies  of  the 
information  statement  are  filed  with  the 
Commission  pursuant  to  Rule  14c-5, 
whichever  date  is  later.  The  report  is  not 
deemed  to  be  “filed”  with  the 
Commission  or  subject  to  this  regulation 
otherwise  than  as  provided  in  this  rule, 
or  to  the  liabilities  of  Section  18  of  the 
Act,  except  to  the  extent  that  the  issuer 
specifically  requests  that  it  be  treated  as 
a  part  of  the  information  statement  or 
incorporates  it  in  the  information 
statement  or  other  filed  report  by 
reference. 

Comments 

Any  interested  persons  wishing  to 
submit  written  comments  on  the 
proposals,  as  well  as  on  other  matters 
which  might  have  an  impact  upon  the 
proposals  contained  herein,  are  invited 
to  do  so.  Mindful  of  its  responsibilities 
to  weigh  with  care  the  costs  and 
benefits  which  result  fi'om  its  rules  and 
form  requirements,  the  Commission 
specifically  invites  comments  on  the 
cost  to  registrants  and  others  of  these 
proposals.  In  light  of  Section  23(a)(2)  of 
the  Exchange  Act,  the  Commission  also 
specifically  invites  comments  as  to  any 
competitive  impact  of  any  changes  in 
the  disclosure  requirements. 

Authority 

The  amendments  to  the  forms  and 
guides  prescribed  under  the  Securities 
Act  of  1933  are  being  proposed  pursuant 
to  the  authority  in  Sections  6,  7, 8, 10 
and  19(a)  of  the  Act.  The  amendments  to 
Rule  14a-3,  Rule  14c-3,  and  the  forms 
and  guides  prescribed  under  the 
Securities  ^change  Act  of  1934  are 
being  proposed  pursuant  to  the  authority 
in  Sections  12, 13, 15(d)  and  23(a)  of  that 
Act.  The  amendments  to  Regulation  S-K 
are  being  proposed  pursuant  to  all  of  the 
1933  and  1934  Act  provisions  referred  to 
above. 

(Secs.  6,  7, 8. 10,  and  19(a),  48  Stat.  78,  79,  81. 
85;  secs.  205,  209,  48  Stat.  906,  908;  sec.  301,  54 
Stat.  857;  sec.  8,  68  Stat.  685;  sec.  1,  79  Stat. 
1051;  sec.  308(a)(2),  90  Stat.  57;  secs.  12, 13, 
15(d),  23(a),  48  Stat.  892,  894,  895,  901;  secs.  1. 

8,  49  Stat.  1375, 1379;  sec.  203(a),  49  stat.  704; 
sec.  202,  68  Stat.  686;  secs.  3, 4,  6,  78  Stat.  565- 
568,  569,  570-574;  secs.  1,  2,  82  Stat.  454;  sec. 
28(c).  84  Stat.  1435;  secs.  1,  2,  84  Stat.  1497; 


sec.  105(b).  88  Stat.  1503,  secs.  8,  9. 10,  89  Stat. 
117, 118, 119;  sec.  306(b).  90  Stat.  57;  secs.  202, 
203,  204,  91  Stab  1494, 1498, 1499, 1500;  15 
U.S.C.  77f,  77g,  77h.  77).  77s(a).  781.  78m. 
780(d).  78w(a)) 

By  the  Commission. 

George  A.  Fitzsimmons, 

Secretary. 

January  15, 1980. 
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